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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Stalements in this Aneual Report on Form 10-K which express our “belief,” “anticipation™ or “expectation,” as well as other statements which arc not historical fact, are forward-looking statements within
the meaning of Scetion 27A of the Sceurilics Act, Section 21E of the Securities Exchange A<t of 1934, as amended, or the Exchange Act and the Private Securities Litigation Reform Act of
1995, Statements regarding our goals, prioritics, growth and cxpansion plans and expectation for our water and wastewater subsidiaries and non-regulated subsidiaries, customer base growth
opportunities in Delaware and Cecil County, Maryland, our belief regarding our capacity 1o provide water services for the forcsecable futurc to our customers, our belief relating to our compliance and the
cost 1o achicve compliance with relevant governmental regulations, our expectation of the timing of decisions by regulalory autheritics, the impact of weather on our operations and the execution of our
strategic initiatives, our cxpeetation of the timing for construction on new projects, our belief regarding our refiance on outside cngincering firms, owr expectation relating o the adoption of recent
accounting pronouncements, contracl operations opportunitics, legal proceedmgs out properlies, deferred tax assets, adequacy of our available sources of financing, the expected recovery of expenses
related 10 our long-term debi, our expectation 16 be in compliance with fi 1 co in our debt i , our abilily to refinance our debt as it comes due, the timing and 1crms of renewals of cur
lines of credit, plans to increase our wastewalcr treatment operations, engineering services and other revenue su'eams less affected by weather, expecied future contributions 1o our postrelirement benefit
plan, the reclassification on our balance sheet regarding our wtility plant, anticipated growth in our non-regulated division, the impact of recent acquisilions on cur ability 10 expand and foster
relationships, anticipated investmeats in certain of our facilitics and systems and the seurces of funding for such in ts, sufficiency of internally generated funds and credit facilities to provide
working capital and our liquidity needs are forward-looking ts within the meaning of the Private Securities Litigation Reform Act of 1995 and involve risks and uncertainties that could cause
actual results to differ materially from those projected. Words such as “expects”, “amlcmal.es intends”, “plans”, “believes”, “seeks”, “cstimates”, “projects™, “forecasis™, “may”, “should”, variations
of such words and similar expressions are intended to identify such forward-looking statcments. Certain factors as discussed under Item 1A -Risk Factors, such as changes in weather, ch in our
contractual obligations, changes in government policics, the timing and results of our rat¢ requests, changes in economic and market conditions gencrally, and other matters could cause results to differ
materially from those in the forward-looking statements. While the Company may elect 1o update forward-looking statements, we specifically disclaim any obligation 10 do 0 and you should not rely on
any forward-looking statement as representation of the Campany’s views as of any date subsequent to the datc of the filing ef this Annual Report on Ferm 10-K.

o

PARTI
ITEM 1. BUSINESS
General Information

Artesian Resources Corporation operates as the holding company of eight wholly-owned subsidiarics offering water. wastewater and other services on the Delmarva Peninsula, Our principal subsidiary,
Artesian Water Company, Inc., is the oldest and largest investor-cwned public water wiility on the Delmarva Peninsuta, and has been providing superior water service since 1905, We distribute and scll
waltcr, including water for public and private fire proteciion, to residential, commercial, industrial, municipal and wtility customers throughout the states of Dclaware, Maryland and Pennsylvania. We
provide waslewater services 10 cusiomers in Delaware. In addition, we provide contract water and wastewater operations, water and sewer Scrvice Line Protection Plans, wastewater management
services, and design, construction and engineering services. Qur Class A Non-Voting Commen Stock is listed on NASDAQ Global Select Market and trades under the symbol "ARTNA."

Artesian Resources Corporation, or Artesian Resources, operates as the parcnt holding company of Artesian Water Company, Inc., or Arlesian Water, Artcsian Watcr Pennsylvania, Inc., or Artesian
Walcr Pennsylvania, Artesian Water Maryland, Inc., or Artesian Water Maryland, Artesian Wastewater Management, Inc., or Artesian Wastewater, Artesian Wastewater Maryland, Inc., or Artesian
Wastewater Maryland, ach 2 regulated public utility, and three non-regulated subsidiaries; Artesian Utility Development, Inc., or Artesian Ukility, Artesian Devclopment Corporation, or Artesian
Devclopmend, and Aricsian Consulting Engincers, Inc., or Artesian Consulting Engineers. The terms "we," "our" and the "Company" as used berein refer 10 Artesian Resources and its subsidiaries. The
business activity conducted by each of our subsidiarics is discussed below under separaie headings.
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Our Market R

Qur current market arca is the Delmarva Peninsula. Our largest service area is primarily in the State of Delaware, which had a population of approximately 907,000 at July 1, 2011. According to the US
Census Bureau, Delaware's population increased an cstimated 1.0% from 2010 1o 2011, as compared ¢ the naticnwide growth rate of approximatcly 0.9%. Substantiat portions of Delaware, particularly
outside of New Castlc County, are not served by & public waler or wastewater system and represent potential opportunities for Artesian Waler and Artesian Wastewater to obtain new exclusive
franchised service areas. We contihuc to focus resources on developing and serving existing service territories and oblaining new territories throughout the State.

In 2007, we cxpanded our services into Maryland. Cecil County Maryland, or Cecil County, has designated the Interstate 95 corridor as a preferred growth area for business #nd residential expansion. In
2003, the federal Base Realignment and Closure C ission, or BRAC, a d the relocation of appraximately 14,000 jobs 1o nearby Aberdeen, Maryland. With so many new workers coming to the
arca in the next scveral years, as a resull of the BRAC relocation implementation in 2011, Cecil County and other surrounding areas cxpect a significant increase in development. The Wilminglon
Metropolitan Arca Planning Commission projects Cecil County will grow 61% between 2005 and 2030 and the Maryland Depariment of Planning projects that Cecil County will experience the highest rate
of heuscheld growth through 2025 of any jurisdiction in the state.

‘We have interconnection agreements for the sale of water with the towns of Elkton and Chesapcake City, Maryiand. The Town of Elkton is required to take a minimum of 375,000 gallons per day of water
threugh the interconnection and may take a maximum of 1.5 miilion gailens per day. The wansenission ling 10 Chesapeake City is not in operation. We have also complaied the purchase of specific water
facililies in Cecif County and have purchased water assets from the Town of Port Deposil, both of which are discussed below. The water systems in Cecil County scrve approximately 1,500 customers,
while the water sysiem in the Town of Port Deposit serves approxémately 280 customers.

In 2041, we added approximately 2 square miles of franchised water service area in Dielaware and approximately 2 square miles of (ranchised water service area in Maryland following the purchase of Cecil
County’s waier agsels. In addition, we added approximately 1 square mile of franchised wastewater service area. We hold Certificates of Public Convenience and Necessity, or CPCNs, for approximatcly
280 square miles of exclusive water service temritory and approximaicly 25 square miles of wastewater service territory, most of which is in Delaware and some in Maryland. Owur largest connecied regional
watcr system, consisting of approximately $41 square miles and 68,100 customers, is located in northern Delaware. A significant portion of our exclusive scrvice lerritory in Delaware remains undeveloped.
and if and when development occurs and there is population growth in these areas, along with thg anticipaied population growth in Maryland, we will increase our customer base by praviding water
and/or wastewater service 1o the newly developed areas and new custemers.

Subsidiaries

driesian Water

Artesian Water, our principal subsidiary, is the oldest and largest public waler wlility in the Siatc of Delaware and has been providing water service within 1he state since 1905, Artesian Water distributes
and sells waler 1o residenlial, commercial, industrial, governmental, municipal and utility custamers threughout the State of Delaware. 1n addition, Arnesian Waler provides services 1o other water utilities,
including operations and billing functions, and also bas contract operation agrecments with private and municipal water providers. We also provide water for public and private fire protection to
cusiomers in our service territories.

Artesian Water Marvland

Arlesian Water Maryland began operations in August 2007 with the acquisiticn of the Carpenters Point Water Company, which includes a 141 home community in Ceeil County near the Inferstate 95
growth corridor between Philadelphia and Baltimore and which has sufficicnt groundwater sepply and elevated water storage to serve additional custorners in the undeveloped ponions of its franchise
and surrounding area. The Mountain Hili Water Company was acquired in August 2008, which includes service rights to 8,000 acres of undeveloped land in Cecil County’s growth arca, Included in this
Mountain Hill Service Area is the Principio Business Park, as well as the proposcd 660 home residential development of Charlestown Crossing. We cumrently serve four commergial accounts in the
Principio Business Patk. On June 4, 2009, the Maryland Public Scrvice Commission, or MDPSC, approved installation of a water main 1o serve residents of Whitaker Woods, an existing 172 home
development located adjacent 10 the Mountain Hill Service Area. On September 9, 2009, the MDPSC approved Aricsian Water Maryland’s request to construct 8 water syslem to serve the first phase,
consisting of 7§ homes, in the Charlesiown Crossing housing development.
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in November 2010, Artesian Water Maryland purchased waier assets from the Tawn of Port Deposit, or Pori Deposit, which includes access to the Susquehanna River as a source of water supply and
water service rights for the service area that encompasses Port Deposit’s existing 280 customers and scveral adjacent tracts of land including the Bainbridge property, a 1,200-acre former U.S. Navy
facility, which has the potential 1o be developed for 2,800 residential homes as well as office, commercial and educational uses. Artesian Waler Maryland purchased all of the assets used in providing
potable water, watcr distribution and waler meler setvices, or the Facilities, from Port Deposit. Porl Deposit transferred te Artesian Water Maryland all of Porl Deposit’s right, title and imerest in and 10 all
of the plant and equipment, associated real property, costracts and permits possessed by Port Deposit related to the operation of the Facilities as weil as the water distribution, treatment and water meter
systems possesscd by Port Depasit or uscd in the operalien of the Facilities. Port Deposit also transferred to Artesian Water Maryland all rights te serve the customers within Port Deposit (which shall
include Port Deposit as it currently exists as well as certain additional growth arcas that may be added to Port Deposit in the future) and all rights to be served by all vendors and supplicrs of Port

Dieposit. Port Depaosit shalf collect and remil to Artesian Water Maryland its tarifT connigction charges as approved by the MDPSC for new connections to the water system within Port Deposit. The
MDPSC approved this transactien on July 28, 2010, including the cxercise of franchise agreements granted by Port Deposit and Cecil County, Maryland. The existing water system consists of a water
treatment facility, an existing 700,000 galion per day Susquehanna River Water Apprepriation Permit, a 500,000-gallon ground storage 1ank and water mains.

In addition, on December 21, 2011, Artesian Water Maryland completed its purchase from Cecil County of all of Cecil County’s right, title and interest in and to the Meadowview, Pine Hills. Harbourview
and Route 7 water facilities and the associated parcels of real property, easement rights and water transmission and disiribution sysiems pursuant to an Assel Purchase Agreement, dated October 7, 2008,
as amended, (the “Assct Purchase Agrecment”). The total price for the purchased assets was $2.2 million, which, pursuant to the Asset Purchase Agreement, was equal to the net assct value of the
purchased asscts at closing. Artesian Water Maryland paid the fult purchase price and assumed cerlain liabilities at closing. As previousty disclosed, on August 31, 2001, the Maryland Public Service
Coemmission issued an order granting Astesian Water Maryland authority to exercise the franchise area served by the water facilitics acquired under the Asset Purchase Agreement. The existing water
systems subject to the Asset Purchase Agreement serve approximately 1,500 customers.

Ariesian Water Pennsyivania

Artesian Water Pennsylvania began operaticns upon receiving recognition as a regulaled public water utility by the Pennsylvania Public Utility Commission, or PAPUC, in 2002. M provides water service
to a residential community in Chester County. Artesian Water Pennsylvania filcd an application with the PAPUC 1o increase our scrvice arca in Pennsylvania, which was approved and a related order was
cnlered on February 4, 2005, This application involved specific developments, in which we expect modest future growth.

Artesion Wastewater

Artesian Waslewater is a regulated entity that owns wastewater collection and ireatment infrastructure and provides wastewater services to customers in Delaware as a regulaied public wastcwater
service company. As of December 31, 2011, Arlesian Wastewater owned and operated five wastewater treatment facilitics, which arc capable of treating approximately 750,000 gallons per day and can be
cxpanded 1o treat approximately 1.6 million gallens per day, or mgd.

The preliminary engincering and design work was cempleled on a regional wastewater treatment and disposal facility located in the northern Sussex County area that has the potential to treat up to
approximalely 8 mgd. This facility is strategicaily situated 10 provide service {o the prowing pepulasion in the Georgetown, Eliendale and Milton areas, as well as to neighbering municipal systems. This
facility was granted conditional use approval by Sussex County Council to serve the Elizabethtown subdivision of’ approximately 4,000 homes and 439,000 square feet of proposed commercial space. as
wetl as seven additional projects comprising approximately 3,000 residential units. The facility will also be ble of offering w r services 1o local municipalities. The agreement signed on June
39, 2008 (and as amended on April 29, 2009) between Artesian Utilisy Development, Inc., or Artesian Utility, and Northern Sussex Regional Water Recycling Complex, LLC, or NSRWRC, for the design,
construction and operation of this facility was cancelled on August 6, 2010. Arlesian Wastewater will manage the design and construgtion of the facility poing forward and, once completed. 1he operation
of the facility.
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In July 2008, Artesian Wastcwater and the Town of Georgetown, or Georgelown, finalized a wastewater service agreement establishing a long term arrangement that will meet the future wastewater
treatment and disposal needs in Georgetown’s growth and annexation arcas. Artesian Wastewater will provide up to 1 mgd of wastewater capacity for the town.

Artesion Rastewater Maryland

Arlesian Wastewater Maryland is a regulated wastewater entity in the State of Maryland and was incorporated on Fune 3, 2008 specifically for the purpose of executing two purchasc agreements, or the
Asset Purchase Agreements, relating to the Meadowview Wastewater Facility, Highlands Wastewater Facility, Cherry Hill Wastewater Facility and the Harbourview Wastewater Facility, and related real
praperty, cascment rights and wastewater collection systems with respect to cach [acility or the wastewater [acilitics,

On September 27, 2011, Artesian Resources, Arlesian Wastigwater Maryland and Cecil County mutually agreed 10 enter into a Termination of Asset Purchase Agrecmens, Franchisc and Parent Guaranty,
or the Termination Agreement, 10 terminate the purchase agreements relaling to the wastewaler faciiities.

Certain ancillary agreements, including a wastewater franchise agreement between Artesian Wastewaler Maryland and Cecil County, and a parent guaranty between Artesian Resources and Cecil County,
were also terminated by the Termination Agreement. The termination of the Assct Purchase Agreements resulied in an approximalely $354,000 reclassification of deferred acquisition costs from regulatery
assets on our Consolidated Balance Sheet to miscellancous ether expense on our Consolidated Staicment of Operatiens.

Termination of the Asset Purchase Agreements and the wastewater [ranchise agreement is subject 1o the approval of the MDPSC. Artesian Wastewater Maryland has agreed 1o file an application with
the MDPSC for such approval.

As a result of the termination, Aricsian Wastewater Maryland will not have any right or interest in the wastewater facilitics or other asscts covered by the Assel Purchasc Agreements. lo addition,
neither Artesian Wastewater Maryland nor Cecil County will have any obligation 10 each other with respect to the Asset Purchase Agrecments, except with respect 1o MDPSC approval as described
above.

Artesion Utili;

Artesian Utility was formed in 1996. 11 designs 2nd builds water and waslewaler infrasiracture and provides contracl waler and wastewater services on the Delmarva Peninsula. Artesian Utility also
evaluates land parcels, provides recommendations to developers on the size of water of wastewater facilitics and the type of technology that should be used for treatment at such facilitics, and operates
water and wastewater facililies in Delawarce and Maryland for mumicipal and governmental crganizations. Artesian Utility also has several contracts with developers for design and construction of
wastewater facilities within the Deimarva Peninsula, using a number of different technologics for treatment of wastewater at each facility.

We currenily operale wastewater treatment facilities for the town of Middlelown, in Southern New Castle County, or Middlstown, under a 20-year centract that expires on February 1, 2021. The facilities
include two wastewaler treatment stations with capacities of up to approximately 2.$ mgd and 250,000 gallons per day, respectively. We also operate a wasiewaler disposal facility in Middletown in order
to support the 2.5 mgd waslewater treatment station.

One of the wastewaler treatment facilities in Middletown now provides reclaimed wastewater for use it spray irrigation on public and agricultural lands in the area. Owur rclationship wish the Town of
Middletown has given us the epportunity to craate the Ariesian Water Resource Management Partnership, or AWRMP, Lo encourage and support the usc of reclaimed water for agricultural irrigation and
other needs. Using reclsimed water to irrigate farm ficlds can save the Delmarva region millions of gallons of groundwater cach day, The AWRMEP's fiest project in Middletown will save up to 3 million
gallons of water per day during the peak growing season. Through the AWRMP initiative, Artesian will provide planing, engincering and technical expertise and help bring together the various state,
local and privatc partners necded for water recycling project approvals.
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The agreement signed on Junc 30, 2008 {and as amended April 29, 2009) between Ariesian Usility and NSRWRC for the design, construction and operation of the Northern Sussex Regional Water
Recycling Complex, a wastewater treatment facility 1o be located in Sussex County, Delaware, was cancelled on August 6, 2010. Artesian Wastewater will manage the design and construction of the
facility going forward and, once constructed, the operation of the facility.

In connection with the Asset Purchasc Agrcements described above under Artesian Wastewater Maryland, in March 2009, Artcsian Utility signed an agreement with the Cecil County Department of
Public Werks in Cecil County, Maryland to operate the Meadowview Wastewater and Highlands Wastewater treatment and dispesal facilities. This agreement was 1o remain effective until Artesian
Wastewater Maryland purchased the facilitics. This agreement alsa employed Ariesian Utidity to operate two water supply and trcatment slations and two booster stations in Cecil Counsy. Upon mutual
agreement, the Asset Purchase Agrecments were terminated on September 27, 2011 and the operation agr was termil d cffcctive on September 30, 2011,

resian fopment

Artesian Development owns an approximalely six-acre parcel of land zoned for office buildings located immediatcly adjacetit 10 our corporate headquarters and two nine-acre parcels of land located in
Sussex County.

In October 2010, Artesian Development purchased an office facility located in Sussex County, Delaware. The facility consists of approximately 10,000 squarc feet of office space along with nearly 10,000
square feet of warchouse space. This facility has allowed all of our Sussex County, Delaware operations to be housed in one ¢entral location.

Artesian Consulting Ergineers

Artesian Consulting Engincers acquired ail the assets of Meridian Architgcts and Engincers in June 2008. As a result of the declinc in new housing and development duc to the economic downturn, the
need for development and architectural services has remained depressed. Therefore, in April 2011, management decided to reduce staifing levels and reorganize the business. Artesian Consulling
Engineers will no longer provide development and architectural services 1o outside third parties. Artesian Consulting Engineers will continue 1o work with existing clicnts on projects already in progress
for engincering services until those projects are complete. Artesian will continue to provide design and engineering contract services through our Artesian Utility subsidiary.

Other

Artesian Resources initiated a Water Service Line Protection Plan, or WSLP Plan, in March 2005. The WSLP Plan covers all parts, material and labor required to repair or replace participating cuslomers’
leaking waler service lines up to an annual limit. As of December 31, 2011, approximately 16,800, or 24.3%, of our cligible water customers had signed up for the WSLP Plan. The WSLP Plan was expanded
in the second quarter of 2008 to include maintenance or repair lo customers’ sewer lines. This plan, the Sewer Service Line Prolection Plan, or SSLP Plan, covers all parts, material and labor required 1o
fepair of feplace participaling customers’ leaking or clogged sewer lines up to an annual limit. As of December 31, 2011, approximately 9,400, or 13.6%, of our eligible customers had signed up for the SSLP
Plan. Also. in the second quarter of 2010, the WSLP Plan and SSLP Plan were extended to include non-customers of Artesian Resources. As of December 31, 2011, approximately 730 non-customer
participants have signed up for either the WSLP Plan or SSLP Plan.

Regulatory Matters
Overview
Our water and wastowater wtility operations are subject to regulation by their respecuve state regulatory commissions, which have broad administrative power and authority 10 regulats rates charged for

service, determing franchisc areas and conditions of service, approve acquisitions, authorize the issuance of securities and ather matters. The profitability of our utility operations is influenced, to a great
extent, by the timeliness and adequacy of rate allowances we are granted by the respective regulatory commissions or authorities in the staies in which we operate.
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We are subject ta regulation by the following state regulatory commissions: The Delaware Public Service Commission, or DEPSC, regulates both Artesian Water and Artesian Wastewater. Artesian
Water Maryland and Aniesian Wastewater Maryland are subject o the regulatory jurisdiction of the MDPSC, and Artesian Water Pennsylvania is subject to the regulatory jurisdiction of the PAPUC.

Water and Wastewater Rates

Our regulated wiilities periodically seek rate increases to cover the cost of increased operating expenses, increased financing expenses due to additional investments in utility plant and other costs of
doing business. 1n Delaware, utilitics are permitted by law to place ratgs into effect, under bond, on a temperary basis pending completion of a ratc increase proceeding. The first temporary increase may
be up to the Lesser of $2.5 mitlion on an annual basis or §5% of gross water sales. Should the rate case not be completed within seven months, by law, the utility may put the entire requested rate relicl, up
1o 15% of gross water sales, in effect under bond until a final resolution is ordered and placed into effect. 1f any suck rates are found to be in ¢xcess of rates the DEPSC finds to be appropriate, the utility
rmusi refund the portion found to be in excess 1o customers with interest. The timing of our rate increase requests arc therefore dependent upon the estimated cost of the administrative process in relation
to the investments and expenses that we hope to recover through the rale increase. We gan provide no assurances that rate increase requests will be approved by applicable regulatory agencies and, if
approved, we cannot guarantee that these rate increases will be granted in a timely or sufficient manner to cover the investments and expenses for which we initially sought the rate increase.

On April 11, 2011, Artesian Waler filed a request with the DEPSC to implemcnt new rales 1o meet a requested increase in revenue of 19.45%, or approximately $10.9 millicn, on an anoualized hasis. The
new rales arc designed 1o support Arlesian Waler's ongoing capital improvement program and to cover increased costs of operations, including chemicals and fuel, electricity, taxes, labor and
hiencfits. Arlesian Water's last request to implement new rates was filed in April 2008, As permitted by law, on June 10, 2011, we placed temporary rates into cffect designed to generate an increase in
annual operating revenue of approximately 4.45%, or $2.5 million o an annualized basis, until new rates were approved by the DEPSC. Also as pormitied by law, on November 11, 2011, we placed into
effect a second step of temporary rates designed to generate an additional increase in anoual operating revenue of approximately 6.68%, or $2.8 million on an annualized basis, until new rates were
approved by the DEPSC.

Artesian Water, the DEPSC, and the Division of the Public Advocate entered into an agrecment 1o setile Artesian Water’s April 2011 application for an increase in rates. PSC Order No. 8097, issucd on
January 31, 2012, approved the setilement agreement, authorizing a permancnt rate increase in revenue of approximately 1 1.13%, or £6.25 million on an anmalized basis. Since the permanent rate increase
does not ¢xceed amounts previously collected under previously approved temporary increases in raigs, Artesian Water 15 not required 1o refund any amounts 1o its customers. The approved permanent
rate increase is cffective as of fanuary 1, 2012, The settlement also authorizes a relum oo cquity of 10%. Additionally, e{fective January 1, 2012, the settlement permits a tarifl change that includes the use
of a seasonal commection charge as well as a new approach for presenting the cest of retired property and ratemaking treatment for salvage costs to be recovered in rates, Cumently, when depreciable
units of utility plant are retired, the cost of retired property, together with any cost associated with retirement less any salvage value or procecds received, is charged to accumulated depreciation. The
setilement authorizes that effective January §, 2012, any cost associated with retirement less any salvage wvalue or proceeds received will be charged 1o a regulated retirement liability. This new approach
will result in an approximatcly $1.2 million reclassification of utility plant to deferred credits and other liabilities on our Consolidated Batance Sheet in our fiscal year 2012, The settlement also autharizes
Artesian Water to change from quarlerly to monthly billing. Jmplcmentation is expected to take place during the first quarter of 2012,

On December 29, 2010, Artesian Water Maryland filed an application with the MDPSC to revise its rates and charges concerning the former Mountain Hill Water system. Artesian Water Maryland
requested authorizalion lo implemen proposed new rates for waler service to meet a requésted increase in Tevenue of approximately $65,400 on an annualized basis. In addition 10 the increase in rates,
Artesian Water Marylard is requesting a change to its rate structure, reducing the per theusand gallon charge while adding a monthly customer and fire protcction charge. On Seplember 16, 2011, the
MDPSC authorized a rate increase in revenue of approximatcly $51,000 on 2n annualized basis and approved the change in rate structure. The rate increase became effective on November 29, 2011.
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In Delaware, a Certificate of Public Convenicnce and Necessity, or CPCN, grants a water or wastewator company the cxclusive right 1o serve all existing and new customers within 4 designated arca. The
DEFPSC has the authority %o issuc and revoke these CPCNs. In this Form 10-K, we may refer to CPCNs as “franchises” or "service ferritories.”

For a walcr company, the DEPSC may grant a CPCN under circumstances where there has been a determination that the water in the proposed service area does not mcet the regulations governing
drinking water standards of the Siate Division of Public Health for human consumption or where the supply is insufficient to meet the projected demand. For a wasiewaler company, the DEPSC has
Jjurisdiction over £ mental utilities having fifty or mare cusiomers in the aggregate. A CPCN for weler and wastewater utilities shall be granted by the DEPSC 16 applicants in
possession of ene of the fellowing:

~a signed service agreement with the developer of a proposed subdivision ar development, which subdivision o1 development has been duly approved by the respective county gevernment,
»a petition requesting such service signed by a majority of the landowners of the proposed terrilory to be served; or
~a duly certified copy of a resolution from the governing body of a county or municipality requesting the applicant to provide service 10 the proposed ferritory 1o be served.

CPCNs are not transferable, A water or wastewater ulility that has a CPCN must obtain the approval of the DEPSC to abandon a service territory. Once a CPCN is grantcd to a water or wastewater utility,
it may not be suspended or terminated unless the DEPSC determines in accordance with its rules and regulations that good cause exists for any such suspension or termination. Although Artesian has
becn granted an exclusive franchise for each ol'its existing water and wasiewater systems, its ability to cxpand service areas can be affected by the DEPSC awarding franchises te other regulated water or
wastewater utillities with whom we compete for such franchises.

On September 7, 2010, the DEPSC issucd Order No. 7833, which approved the Revised Water Certificates of Public Convenience and Necessity Regulations s final. Afler extensive proceedings reparding
Regulation Docket No. 51, the DEPSC repealed and replaced its existing Regulations Goveming Certificates of Public Convenicnce and Necessity for Water Utilities with a new revised set of regulations
(the “Revised Water CPCN Regulations”). The Revised Water CPCN Regulations changed the définition of a “Proposcd Service Area™ to encompass either a single parcel or two or more contiguous
parcels that will be provided walcr by the same system or main extension.

In Maryland, the Company must obtain approval from the appropriate local government authority for the ability to serve & particubar area and also ensure that the acquired area is in the county’s master
waler and sewer plan. The authority to cxercise a franchise must then be obtained from the MDPSC. Ulilities that seek 10 develop a franchise by constructing new facilitics must obtain appropriate
approvals from the Maryland Department of the Eavironment, the local government and the MDPSC. The utility must also obtain approval for seil and eresien plans and casement agreements from
appropriale parties.

On Junc 4, 2009, the MDPSC approved Aricsian Walcr Maryland’s request Lo construct a water sysiem to serve the 172 tesidents of the Whitaker Woods housing development located adjacent to the
Mountain Hill Service Area. This expanded franchisc arca is subject to the Mountain Hill tanfT ratcs. We began serving customers in this development in November 2009, On September 9, 2009, the
MDPSC approved Artesian Water Maryland’s request to construct a water system 1o serve 71 residents in the Charlestown Crossing housing development. Construction was completed in Juty 2010.

In December 2009, Artesian Water Maryland applied for approval from the MDPSC to exercise a franchise 1o provide water service 16 the Town of Port Deposit. This application also requesied authority
1o finance the purchase of watcr sysiem facilitics, and 4o establish water service rates. On July 28, 2010, the MDPSC approved our application. On November 1, 2050, Artesian Water Maryland closed on
this transaction and began scrving customers.

On August 31, 2011, the MDPSC granted authority to Artesian Water Maryland and Artesian Wastewater Maryland to exercise franchises granted to the Company by Cecil County. On September 27,
2011, Anesian Wastewater Maryland and Cecil County muiually agreed 1o terminate two Assct Purchase Agreements and a wastewater franchise agreement with respect to certain wastewater facilitics in
Cecil County. Terminaticn of the wastewater {ranchise agreement is subject to receipt of approval from the MDPSC. Artesian Wastewater Maryland has agreed 10 file an application with the MDPSC for
such approval. On December 21, 2011, Artesian Water Maryland completed its purchase of water assets from Cecil County and began serving the franchise area granted to the Company by Cecil
County. Sce liem | — Business - Artesian Wastewater Maryland for further discussion.
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Diclawarg law permiss water utilities 1o put into effcct, on a semi-annual basis, increases related to specific types of distribution system improvemenis threugh a Distribution System Improvement Charge,
or DSIC. This charge may be implemented by water utilities between general rate increase applications that normally recoguize changes in a water utility’s overall financial pesition. The DSIC approval
process is less costly when compared to the approval pracess for general rate increase requests. The DSIC rate applicd botween base rate filings is capped at 7.5% of the amount billed 1o customers
under otherwise applicable rates and charges, and the DSIC rate increase applicd cannol exceed 5% within any 12-month period. During 2010, Artesian Water filed two applications with the DEPSC for
approval to collect a 0.34% increase and 0.68% increase during the first and second half of the year, respectively. These increases recover the costs of eligible revenue preducing improvements made
sinee the last rate increase in 2008, and were calculated to generate approximatcly $286,000 in revenuc annually. In November 2010, we filed an application with the DEPSC for approval to increase the
DSIC rate 1o 1.47% effective January 1, 2011, which was calculated to gencrate approximately $390,000 in revenue on an annual basis. The DEPSC approved the DSIC cffective January 1, 2010, July 1, 2010
and January 1, 2011, subject to audit at a ater date. For the year ended December 31, 2011, we carned approximately $346,000 in DSIC revenue. For the year ended December 31, 2010, we earned
approximately $288,000 in DSIC revenue.

In 2003, legislation was enacied in Delaware Tequiring 21l water utitities serving within northemn New Castic County, Delaware 1o certify by July 2006, and each three years thereafier. that they have
sufficient sources of sclf-supply 1o serve their respective systems, Arlesian Water filcd our most recent certification of self-sufficiency with the DEPSC on June 30, 2009, for the period through 2012. On
June 1, 2010, the DEPSC accepted our self-sufficicney certification through 2012,

Environnient

Our water and wasiewater opcrations are subject to federal, state, and local requirements relaung to environmental protection. The Uniled States Environmental Protection Agency, or the EPA, the
Delaware Department of Natural Resources and Envirenmental Control, or DNREC, and the Delaware Division of Public Health or the DPH, regulate the water quality of our treatment and distribution
systems it Delaware, as do the EPA and the Maryland Depariment of the Environment, or MDE, with respect to our operations in Maryland. Chester Water Authority, which supplies water to Astesian
Water through interconnections in northern New Castlc County, is regulaied by the Pennsylvania Department of Envirconmental Protection, as well as the EPA. We believe that we are in material
compliance with all current federal, state and local water quality stacdards, including regulations under the federal Safe Drinking Water Act. However, il new water quality regulations are too cosily, or if
we fail to comply with such tegulations, it couid have a material adverse affeet on our financial condition and results of operations.

The water indusiry is capital intensive, with the highest capital investmens in plant and equipment per dollar of revenue among ail utilities. Increasingly stringent drinking water regulations to meet the
requirements of the Safe Drinking Water Act of 974 have required the water industry to invest in more advanced treaiment systems and processes, which require a heightened kevel of expertise. We are
currently in Tull compliance with the requircments of the Safe Drinking Water Act. Even though our water utility was founded in 1905, the¢ majority of our investment in infrastructure occurred in the last
30 years.

Under Delaware state laws and regulations, we are required to fic applications with DNREC for water allocation permits for cach of our operaling wells pumnping greater than 50,000 gallons per day. We
have 119 operating and 56 observation and monitoring wells in our Delaware systems. A1 December 31, 2011, we had allacation permits for 84 wells, permit applications pending for 15 wells, and 20 welis
that do not require a permit. Our access 10 aquifers within our service lerrilory is not exclusive. Water atlocation permits control the amount of water that can be drawn fram water resources and arc
granted with specific restrictions on water level draw down limits, anmual, monthly and daily pumpage limits, and well ficld allecation pumpage limits. We are also subjcct fo water allocation regulations
that coniro} the amount of water that we can draw from water sources. As a result, if ngw or more restrictive water allecation reguiations are imposed, they could have an adverse effect on our ability to
supply the demands of our customers, and in turn, our water supply revenues and results of operations. Qur ability to supply the demands of our customers historically has not been affected by private
usage of the aquifers by landowners or the Limits imposed by the state of Delaware. Because of the extensive regulatory requirements relating 1o the withdrawal of any significant amounis of watcr from
the aguifers, we believe that third party usage of the aquifers within our service territory will not interfere with our ability to meet the present and future demands of our customers.
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As required by the Safe Drinking Water Act, the EPA has established maximum contaminani levels for various subsiances found in drinking waler 1o cnsure thatl the water is safe for human
consumption. These limits are known as Maximum Contamsinant Levels and Maximum Residual Disinfection Levels. The EPA also regulates how ofien public water sysicmas monitor their water for
conlaminants and rcport the monitering resulis o the individual state agencics or the EPA. Generally, the larger the population served by a water system, the more {requent the monitoring and reporting
requirements. The Sale Drinking Watcr Act applies to all 50 staics.

DPH has sel maximum contaminant levels for cerlain substances thal are more resirictive than the maximum contaminant tevels set by the EPA. The DPH is the EPA's agent for enforcing the Safe Drinking
Water Act in Delawarc and, in that capacity, monitors the activities of Artesian Water and reviews the results of waler quality tests performed by Artesian Water for adherence 10 applicable
regulations. Artcsian Water is also subject to other laws regulating sub and contaminants in water, including the Lead and Copper Rule, rules for volatile organic compounds and the Total
Colitorm Rule.

Delaware enacted legislation in 1998 requiring water utilities 1o meet secondary water quality standards that include limitations on iron content, odor and other water quality-related issues that are not
proven health risks but may be aesthetically objectionable for consumption. We believe our current treatment systems and facilities meet these secondary standards.

A normal by-product of our iren removal treatment facilities is a solid consisting of the iron removed from untreated groundwater plus residue from chemicals used in the treatment process. The solids
produced at our facilities are cither disposed directly into approved wastewater facilities or removed from our facilities by a licensed third party vendor, Management believes that compliance with
exisling federal, siate or local laws and regulations regulating the discharge of materials into the envi 1, or otherwise relating 1o the protection of the environment, has no maicrial effcct upon the
business and affairs of the Company, bwi there is no assurance that such compliance will continue to not have a material effect in the future.

The MDE cnsures that water quality and quantity at all public water syst¢ims in Maryland meet the needs of the public and are in compliance with federal and state regulations. The MDE also ensures
that public drinking water sysiems provide safe and adequate water to all current and future uscrs in Maryland, and that appropriale usage, planning, and conservation policies are implemented for
Maryland’s water resources. The MDE oversees the development of Source Water Assessments for water supplies, and issues water appropriation permits for public drinking watcr systems. 1n order 1o
appropriate waler for municipal, commercial, industrial or other non-domestic uses, a Watcr Appropriation Permit must be obtained. Issuance of the permit involves cvaluating the necds of the user and
the potential impacs of the withdrawal on neighboring users and 1he water souree in order w0 maximize beneficial use of the water of the State of Maryland. Perwnits for farge appropriations oficn involve
conducting pump tests to measure adequacy of an aquifer and safe yield of a well, or reviewing sircam flow records to determine the adequacy of a surface water source. Regulations were finalized in 1999
that require all new community water systems to have sufficient technical gerial and {3 ial capacity to provide safe drinking water to their consumers prior 1o being issucd a Construction
Permit. Also, in 2007, capacity management guidance was finalized. Capacity limiting factors can include, source capacity, treatment capacity and appropriation permit quantity. We have 12 operating
wells in our Maryland systems.

The Clean Water Act has established the foundation for wasiewater discharge control in the United States. The Clean Water Act established a control program for ensuring that communities have clean
water by rcgulating the relcase of contaminants into watcrways. Permits that limit the amounts of poflutants discharged are required of alf wastewater dischargers under the Nationa) Pollutant Discharge
Elimination Sysicm permit program. The Clean Water Act also requires that wastewater treatment plant discharges meet 2 ménimum of dary tr The dary 1r Process can remove
up to 90% of the organic matter in wastewater. Over 30% of the nation’s wastewaler treatment facilities produce cleaner discharges by providing even greater levels of treatment. Wc opcrate
environmentally fricndly wasicwatcr systems that mect all requirements of federal, state and local standards.
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Sources of Water

We derive abous 95% of our sclf-supplied groundwater from wells located in the Allantic Coastal Plain. The remaining 5% comes from wells in the Piedmont Province. We usc a varicty of treatment
methods, including aeration, pH adjustment, chlorination, flucridation, arsenic removal, nitrate removal and iron removal, to meet federal, state and local water quality standards. Additionally, a cerrosion
inhibitor is added to all of our scii-supplied groundwater and mos1 of the supply from interconnections. We have 55 diffcrent water treatment facilitics in our Delaware systems. We have 7 scparate water
treatment faciliti¢s in our Maryland sysiems. All watcr supplies that we purchase [rom neighboring utilities arc potable. Based on our experience, we believe that the cosls of ircating groundwater are
significantly lower than those of treating surface water.

Our primary sources of water are our wells that pump groundwater from aquifers and other (ormations. To supplement our groundwater supply, we purchase surface water through inlcrconnections only
in the northem service area of our New Castle County, Delaware system. The purchased surface waler is blended with our groundwater supply [or disiibution to our customers. Nearly 85% of the overall
7.4 billion gatlons of water we distributed in all of our Delaware systems during 2011 came from our groundwater wells, while the remaining 15% came from interconnecuons with other utilities and
municipalities. The majority of the 0.1 billion gallons of water we distributed in all of aur Maryland systems during 2011 came from our groundwater wells, while a portion came from surface waler. During
2011, our average ralc of water pumped was approximately 17.2 million gallons por day, or med, from our growndwater wells and approximately 3.1 mgd was supplied from interconnections. We have one
water {realment facility that treats surface water from the Susquehanna River, located in Ceeil County, Maryland. Our peak water supply capacity currcntly is approximately 59.0 mgd in Delaware and
approximately 2.0 mgd in Maryland. We belicve that we have in place sufficient capacity to provide water service for the foreseeable future to all existing and ncw customers in all of our service tesritories,

Interconnections and Storage

Most of our New Castle County, Delaware watcr sysiem is interconnected, In the remainder of the State of Delaware, we have several satellile systems that have not yet been connected by ransmission
ang distribution facilities. We intend 1o join these systens into larger integrated regional systems through the construction of a transmission and distribution network as development continues and our
expansion efforts provide us with contiguous exclusive service territories. In Maryland, we have an interconncction that connscls the Artesian Water system from the Delaware state line to the Town of
Elkion, providing up to 1.5 mgd.

In Delaware, we have 21 intcrconnections with 2 neighboring water utilities and 5 municipalities that provide us with the ability Lo purchase or sell water, An interconnection agrecment with the Chester
Water Authority has a "take or pay” clause requiring us to purchase 1.095 billion gallons annually. During the fiscal year ended December 31, 2011, we used the minimuem draw under this agreement. The
Chester Water Authority agreement. which ¢xpires December 31, 2021, provides for the right 1o extend the term of this agreement threugh and including December 31, 2047, at our option, subject Lo the
approval of the Susquchanna River Basin Commission. All of the interconncections provide Artesian Water the ability 1o scll water to neighboring water stilitics or municipalities. Tn Maryland, we have
two interconnections that provide water 1o two water systems purchased from Ceeil County in December 2011,

As of December 31, 201 L, we were scrving customers through approximately 1,148 miles of transmission and distribution mains, Mains range in diameter from two inches to twenty-four inches, and most
of the mains are made of ductile iron or cast iren. We supply public fire prolection service through approximaicly 5,527 hydrants installed throughout our scrvice territorics.

We have 29 storage 1anks in Delaware, most of which are elevated, providing total system storage of 42 million gallons. We have developed and are using an Aquifer Storage and Recovery, or ASE,
sysiem in New Castle County, Delawarc. Our ASR system provides approximatcly 130 million gallons of storage capacity, which can be withdrawn at a rale of approximatcly 1 mgd. At some locations, we
rcly on bydropueurnatic 1anks 10 maintain adequate system pressures. Where possible, we combine our smaller salellite systems with systems having clevated storage facilities. In Cecil County,
Maryland we have 5 starage tanks capable of storing approximatcly 2.1 million gallons.
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Additional 1 En

Seagonality

Substantially all of our waler customers are metered, which allows us to measure and bill for our customers’ walter consumption, Demand for water during the warmer mounths is generally greater than
during cooler months due primarily 1o additional ¢ustemer requirements for water in connection with cooling systems, swimming pools, irrigation systems and other outside water use. Throughout the
year, and particulatly during typically warmer months, demand for water will vary with tempcrature and rainfall. In the event that temperatures during the typically warmer months arc cooler than expected,
or there is more rainfall than expected, the demand for water may decrease and our revenues may be adverscly affccted.

C irios

COrur Business in our franchised scrvice areas is substantially free from direct competition with other public utiliues, municipalities and other entities. However, our ability 1o provide additional water and
waslewater services is subjccl to compctition from other public utilities, municipalitics and other entities. Even though our regulated wtilitics have been granted an exclusive franchise for each of our
existing community water and wastewsler systems, our ability to expand service areas can be affected by the DEPSC, the MDPSC or the PAPUC, awarding franchises to other regulated water or
waslewater ulililies with whom we compete for such franchises,

Lmployees

The Company has no collective bargaining agreements with any of its employees, and its work force is not union organized or unien represented. As of December 31, 2011, we employed 226 full-time and
4 part-time employees. Of these employees, 25 were officers and managers; 128 were employed as operations personnel, including engineers, technicians, draftsman, maintenance and repair persons,
meter readers and utility personnel; and 60 were employed in accounting, budgeting, information systcms, human resources, customer relations and public relations. The remaining 17 employees were
administralive personnel. We believe that our employee relations are good.

dvailable Informaricn

We are a Delaware corporation with our principal executive offices located at 6§64 Churchmans Road, Newark, Delaware, 19702, Our tefephone number is {302) 453-6900 and our website address is
www.artesianwaler.com. We make available free of charge through our website our Code of Ethics, Annual Reporis on Form 10-K, Quarterly Reports on Form 10-Q, current reparis on Form 8-K and all
amendments to these reports as soon as reasonably practicable after such material is electronically filed with or fumished to the SEC. We include our website address in this Annual Report on Form 10-K
only as an naclive lextual refercnce and do net intend it 10 be an active link to our website.

We file our annual reparts on Form 10-K, quarterly reports on Form 10-Q and currens reports on Form 8-K pursuant to Section 13(a) or 15(d} of the Exchange Act etectronicaliy with the Securities and
Exchange Commission, SEC. The public may read or copy any materials we file with the SEC at the SEC's Public Refercnce Room at 100 F Street, NE, Washington, DC, 20549, The public may obtain
information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Intemet site, www.sec.gov, thal containg reports, proxy and information
statements, and other information regarding issuers that file electronically with the SEC.
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ITEM 1A RISK FACTORS

We are exposcd le a variety of risks and uncertaintics. Most are general risks and uncertainties applicable 1o all water ulifity companics. We describe below some of the specific known risk factors that
could negatively affect our busincss, financial condition or results of operations. If ene or mere of these risks or uncertainties materialize, actual results may vary matcrially from our projections. All
forward-locking statements made by us in this Annual Report 1o the Securities and Exchange Commission on Form 10-K, in our Annual Report to Sharcholders and in our subscquently filed quarterly and
current reports to the Securities and Exchange Commission, as well as i our press releases and other public communications, are qualificd by the risks described below.

We file ratc increase requests, from lime 1o time, to Tecover our investments in ulility plant and expenses, Once a rate increase petition is filed with a Public Service Commission, the ensuing administrative
and hearing process may be lengthy and costly. We can provide no assurances that any future rate increase request will be approved by the DEPSC, MDPSC or PAPUC, and if approved, we cannot
guarantec that these rate increases will be granted in a timely mannet and/or will be sufficient in amount to cover the investments and cxpenses for which we initially sought the rate increase.

Our water and wastewater services arc governed by various federal and state governmental agencies. Pursuant to these regulations, we arc required 1o obtain various permits for any additional sysiems
to assist in our operations. If any of those permit approvals are not received timely or a1 ail, the Company may risk the loss of cconomic opportunity and its ability to create additional systems for the
effective operatien of our water or wastewater business in Delaware and Maryland. We can provide no assurances that we will receive all necessary permits to create additional systems to assist in the
operation of sur water or wastewater business.

iness i jgct to seagonal fluctuati whi 1d a r waler sesvi Ieven

Demand for water during warmer menths is generally gveater than during ceoler months primarily duc to additional customer requirements in irrigation systems, swimming pools, cooling systems and other
owtside water use. In the event that temperatures during typically warmer months are cooler than nermal, or when rainfall is morc than normal, the demand for our water may decrease and adversely afTect

ouf revenues.

We believe that we have in place sufficient capacity to provide water service for the foreseeable fulurc to all existing and new customers in all of our service terntories. However, severe drought
conditions could interfore with our sources of water supply and could adversely aflect our ability to supply water in sufficicnt quantities to our existing and fisture customers. TFhis may adversely affect
our revenues and carnings. Moreover, gavernmental resirictions on water usage during drought conditions may result in a decreased demand for water, which may adversely affect our revenue and
carnings.
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Our water and waslewaler services arc governsd by various federal ang stale environmental prolection and health and safety laws and regulations, including the federal Safe Drinkiag Water Act, the
Clean Water Act and similar state laws. These federal and statc regulations ate issued by the United States Environmental Prolcetion Agency and state environmental regulatory agencies. Pursuant to
these laws, we are required 10 obtain various water zllocation permits and environmental permits for our operations. The walcr allocation permits contro] the amount of water that can be drawan from water
resources. New or stricter water allocation regulations can adversely affect our ability to meet the demands of our customers. While we have budgeted for future capital and operating expenditures 10
maintain compliance with thesc laws and our permits, it is possible that new or stricter standards would be imposcd that will raise our operating costs. Thus, we can provide no assurances that our costs
of complying with, or discharging liability under current and future environmental and health and safety laws will not adversely affect our business, results of operations or financial condition.

Wega iect 10 Tisks a i with the jon, trgatment and i) wastewat,

Wastewater collection, treatment and disposal involve various unique risks. If collection or freatment systems fail, overflow, or do not operate properly, untreated wastewater or other contaminants coutd
spill onto nearby propertics or into nearby sircams and rivers, causing damage to persons or property, injury to aquatic life and economic damages, which may not be recovérable in fees. This risk is most
acute during periods of substantial rainfall or flooding, which are common causes of sewer overflow and system failure. Liabilities resulting from such damages and injuries could materially and adverscly
affect the Company’s results of operations and financial condition.

ption of g

Our success depends significantly on the continued contribution of our management team both individuaily and collectively. The loss of the services of any member of our management team or the
inability to hire and retain expericnced management personnel could harm our operating resulis.

We face competition from other water and wagtcwater ulilities for the acquisition of new exclusive service tertitories.

Water and wastewater utilities competitively pursue the right 10 éxclusively serve temiteries in Delaware and Maryland by entering inlo agrecments with landowners, developers or municipalitics and,
under current law, then applying to the DEPSC or the MDPSC for a CPCN, which grants a water or wastewater utility the exclusive right to serve all existing and new customers of a water or wastewater
utility within a designated arca. Typically, water and wastewater utilities cnter inte agreements with developers who have approval from county governmenis with respect 1o proposed subdivisions or
developments. Once a CPCN s granted 1o a water or wastewater utility, generally it may not be suspended or terminated unless the DEPSC or MDPSC dctermines in accordance with its rules and
regulations that good cause exists for any such suspension or termminasion. Therclore, we face competition from other water and wasiewater ulilitics as we pursue the right to exclusively serve
terrilorics. 1f we are unable to cnier into agreements with landowners, developers or municipalitics and secure CPCNs for the right 1o exclusively serve territorics in Delaware or Maryland, our ability to
cxpand may be significantly impeded.

W nd on the availabilit apital for expansi nstruction and majntgpance. Weakncsses in capital dit markets may limit our agcess 10 cagital.

Our ability 1o continue our expansion cfforts and fund our wtility construction and mai program depends on the availability of adequate capital. There is no puaranice that we will be able to
obtain sufficicn capital in the future on favorable terms and conditions for expansion, construction and maintenance. Recent economic conditions and disruptions have caused substantial volatility it
capital markets, including credit markets and the banking industry and have increased the cost and significantly reduced the availability of credit from financing sources, which may continue or worsén in
the future. In the event our lines of credit are not extended or we are unable 10 refinance our first mortgage bonds when duc and the borrowings are called for payment, we will have 1o seek alternative
financing sources, although there can be no assurance that these alternative financing sources will be available on terms acceptable to us. In the event we arc unable 1o obtain sufficient capital, our
expansion cfforts could be cunailed, which may affect eur growth and may affect our future results of opcrations.
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ncral ccenomic conditions may matcrially and adv i jti ts of operat;

The continuing cficcts of adverse LS. economic conditions may lead 1o 2 oumber of impacts on our business that may matcrially and adversely affect our financial condition and results of
operations. Such impacts may include a reduction in diseretionary and recreational water use by our residential walcr customers, particulasly during the summer months; 2 decline in usage by industrial
and commcreial cusiomers as a result ol decreased business activity and commerce in our customers” businesses; an increased incidence of ¢customers” inability, bankruptcy ar delay in paying their bills
which may lead to higher bad debt expense and reduced cash flow; and a lower natural customer growth rate may result as compared o what had been expericnced before the economic dewnturn due 1o a
decline i new housing staris and a possible slight decline in the number of active customers due to housing vacancies or abandonments.

Anv fulure acquisitions we undertake or other acljons 1o further grow our water and wastewater business may involve rigks,

An clement of our growth sirategy is the acquisition and integration of water and waslewaler systems in order to breaden our current service areas, and move inte new oncs. It is our inlent, when
practical, 4o intcgrate any businesses we acquire with our existing operations. The negotiation of potential acquisitions as well as the integration of acquired businesses could require us to incur
significant cosis and causc diversion of our management’s time and resources. We may not be successful in the future in identifying businesses thal meet our acquisition criteria. The failure to identify
such businesses may limit the rate of our growth. In addition, firture acquisitiens or expansion of our service arcas by us could result in:

~Dilutive issuance of our equity securities;
»Incurrence of debt and contingent liabilities;

~Difficulties in inegrating the operatiens and personnel of the acquired businesses;
~Diversion of our management’s attention from ongoing business congerns;
rFailurc to have cffective internal conitrol over financial reparting;

~Shuffling of human resources; and

~Other acquisition-related expense

Some or all of these items could have a maicrial adverse cffect on our business and our ability 10 finance our business and compty with regulatory requirements. The businesses we acquire in the future
may not achicve sales and profitability thas would justify our investmment.

We also may experience risks relating to the challenges and costs of closing a transaction and the risk that an announced transaction may not close. Completion of cerlain acquisilion transactions are
conditioned upon, among other things, the receipt of approvals, including from the certain state public utilities commissions. Failure to complete a pending transaction would prevent us from realizing the
anlicipated benefits. We would alse remain liable for significant transaction costs, including legal and ing fecs, whether or not the iransaclion is completed.

w. further other thir

‘We are subject to various federal and state laws, including environmental laws, violations of which can involve civil or criminal sanctions. Ariesian Water received a federal grand jury subpocna in
connection with an investigation being conducted by the United Staies Atiorney’s OfTice in the Eastern District of Pennsylvania and the Environmental Protection Agency. The subpoena requested
certain documents from Artesian Waler principally relating o eight wastewater facilities in Pennsylvania formerly opcraied by personncl of Artesian Utility Development, Inc., our wholly owned
subsidiary. Artesian Resources was subsequenily advised that Artesian Utility’s operation of the eight wastewater facilities in Pennsylvania is a subjcet of the grand jury investigation. We are fully
cooperaling with the investigation. Due 1o the siage of the investigation, we are unable to predict the outcome of Lhe investigation, or the pessible loss or range of loss, if any, which could be associated
with the resolution of any possible criminal charges or civil claims that may be brought against us. Shouid such charges or claims be brought, we could face significant fines, damage awards or regulatory
consequences which could have a material adverse effect on our business, financial position and results of operations.

In addition, as previously disclosed, on December 22, 2010, Artesian Water filed a complaint in the United States District Court for the Eastern District of Pennsylvania against Chester Water Autharity
claiming breach of contract, unjust ennichment and requesting declaralory judgment in relation 1o an agreement by Chester Water 1o supply bulk water supplies 10 Artesian Water. On February 11, 2011,
Artesian Water received an answer and counterclaim from Chesier Water Authority denying Ariesian Water’s claims and allegations, asserting a counterctaim for breach of contract and secking monctary
damages, rclated costs and allorneys’ fees. Although Artesian Water intends to pursue its claims and defense in the action vigorously, there can be no assurances that it will prevail on any of the claims
in the action, or, il it does prevail on onz or more claims, of the amount or nature of recovery thal may be awarded.
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OQur operations from time 1o time could be parties 1o or targets of additional lawsuits, claims, investigations and procecdings, including system failure, injury, contract, environmental, health and safety and
employment matiers, which are handled and defended in the erdinary course of business. The results of any future litigation or settlemont of such lawsuits and claims arc inherently unpredictable, but
such outcomes could also materially and adverscly affect our business, financial position and results of operations.

Wea

‘We rely on our information technology systems in connection with the operation of our business, specifically with respect to customer scrvice and billing, managing construction projects, managing our
financial records, tracking assets, remotely monitoring some of our plants and facilities and managing human resources, inventory and accounts receivable collections. A loss of thesc systems or major
problems with the operation of these systems could affect our eperations and have a significant material adverse effect on eur results of operations.

Our water supplies are subject to contamination from naturally-eccurring compounds as well as pellution resuiting from man-made sources. Even though we monitor the quality of water on an on-going
basis, any possible contamination due to factors beyond our control could interrupt the usc of our water supply until we are able 10 substi it from an inated water source. Additionally,
treating the conlaminated water source could involve significant costs and could adversely affcct our business. We could also be held liable for consequences arising out of human or environmental
exposure 10 hazardous substances, if found, in our water supply. This could adverscly affect our business, results of operations and financial condition.

Potential terrorist attacks may disnupt our operations and adverscly affect our business, operating results and financial condition.

We have laken steps 10 increase security measures at our facililies and heighten employee awarcness of threats 1o our water supply. We also have tightened our security measurcs regarding delivery and
handling of certain chemicals used in our business. We have and will continue to hear any increase in costs, most of which bave been recoverable under state regulatory pelicies, for security precautions
10 protect our facilities, operations and supplies. While the costs of increases in secusity, including capital expenditures, may be significant, we cxpect thesc costs 1o continue to be recoverable in water
and waslewaler rales. Despite our security measures, we may not be in a position to control the outcome of terrorist ¢vents, or other antacks on our water systems, should they eccur,
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ITEM 1B, UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our corporatc headquarters arc Jocated al 664 Churchmans Road, Newark, Delaware and are owned by Arlesian Water.

Artesian Development owns appreximately 6 acres of land in New Castle County, Delaware zoned for office development and approximately two nine-acre parcels of land in Sussex County, Delaware for
waler and wastewaler treatment facilities and elevated watcr storage. Artesian Development also owns an ofTice facility located in Sussex County, Delaware, The facility consisis of approximately 10,000
square feet of officc space along with approximately 10,000 squarc fiet of warchouse space.

Artesian Water owns land, rights-of-way, easemenis, transmission and distribution mains, pump facilities, treatment plants, storage tanks, meters, vehicles and related equipment and facilities throughout
Delaware, of which the majority is uscd for utility operations. Artesian Water Pennsylvania owns transmissien and distribution mains. Artesian Waser Maryland owns land, transmission and distribution
mains, pump facilities and storage tanks. Artesian Wastewater owns land, rights-of-way, eascments, treatment and disposal plants, collection mains and lift stations. Arlesian Wastcwater owns a 75-acre

parcel of land for the operation of the wastewater facility known as the Northern Sussex Regienal Water Recharge Complex. The following table indicates our utility plant as of December 31, 2011.

Utility plant comprises:
In thousands

Estimated Useful
Life
(In Yeass) 2011
Uiility plant at criginal cost
Utility plant in service-Water
Tndangible plant S . R o K : . . . — % 140
Source of supply plant ) o 45.85 114
Pumping and water t plant . . . . . T 3562 Co 59,362
Transmissicn and distribution plant
Mains ’ o o . | 81 187,993
Services . 39 30,918
Slorage tanks - . ' - . : . : S ) P ] 23,18
Meters - . 24 . 19,915
Hydrants : . : . o L . N 10,241
Generad plant ) 3-31 44,857
Utility plant in service-Wastewater L
Treatment aad Disposal Plant . "L : . o : IR . 35-62 11,248
Collection Mains and Lift Stations 81 6,266
General plant R R ’ . . S : 33t 1,107
_ Property held for futiuteuse ... . L . B o o : L 13,187
Construction work in pragress - 4894
Less — accurnulated depreciation 77,010

b3 153,397

Substantially all of Artesian Water's utility plant. except the utility plant in the town of Townsend, Delaware, is pledged as security for First Mortgage Securities. As of December 31, 2011, no other utility
plant has been pledged as security for loans.

We believe that our propertics are generally maintained in good conditicn and in accordance with current standards of good wates and wastewater works industry practice. We believe that all of our
existing facilitics adequately meet current nesessary production capacities and current levels of utilization.
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ITEM 3. LEGAL PROCEEDINGS

As previously disclosed, Artesian Water received a federal grand jury subpoena in conncction with an invesligation being conducted by the United Sates Atiorney’s Office in the Eastern District of
Pennsylvania and the Environmental Protection Agency. The subpoena requested certain documents (rom Artesian Water principally relating to eight wastewater facilities in Pennsylvania formerly
operated by personnel of Artesian Utility Development, In¢., our wholly owned subsidiary. Artesian Resources was subsequently advised that Artesian Utility’s prior operation of the cight wastewater
facilities in Pennsylvania is a subject of the grand jury investigation. We are fully cooperaling with the investigation. Due to the stage of the investigation, we are unablc 10 predict the outcome of the
investigation, or the possible less or range of loss, if any, which could be associated with the resolution of any possible ciminal charges or civil claims that may be brought against us. Should such
charges or claims be brought, we could face significant fines, damage awards or regulatory consequences which could have a material adverse effect on our business, financial position and results of
operations.

In addition, as previously disclosed, on December 22, 2010, Artesian Water filed a complaint in the United $1ates District Court for the Eastern District of Pennsylvania against Chester Water Authority
claiming breach of contract, unjust enrichment and requesting declaratory judgment in relation o an agreement by Chester Water to supply bulk water supplies to Artesian Water. On February 11, 2011,
Artesian Walcr reccived an answer and counterclaim froms Chester Water Authority denying Arlesian Water™s claims and allegations, asscriing a counterclaim [or breach of contraet and secking monetary
damapes, related costs and attorneys' fees. Although Artesian Water intends 1o pursue its claims and defense in the action vigorously, there can be no assurances that it will prevail on any of the claims
in the action, or, if it does prevaii on one or more claims, of the amount ot nature of recovery that may be awarded.

Periodically, we arc involved in other procesdings or litigation arising in the ordinary course of business. We do not belicve that the ultimate resolution of these matters will materially affect our business,
finapcial position or results of operations. However, we caanol assurc that we will prevatl in any litigation and, vegardless of the outcome, may incar significant litigation expense and may have significant
diversion of management atlention.

ITEM 4. MINE SAFETY DISCLOSURES

The information concerning mine safety violations or other regulatery matiers required by Section 1503(a) of the Dodd-Frank Wall Sireet Reform and Consumer Protection Act and [tom 104 of Regulation
S-K (17 CFR 229.104} is not applicable 1o our Company.

PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
rket Information for the Compary’s {ommo, I

Artesian Resources’ Class A Non-Voting Common Stock, or Class A Stock, is [isted on NASDAQ Global Sclect Market and trades under the symbol "ARTNA." On March 7, 2012, the last closing sale

price as teporied by the NASDAQ Global Sclccl Market was $19.16 per share. On March 7, 2012, there were 777 holders of record of the Class A Stock. The follewing 1able sets forth, for the periods

indicated. the high and low closing sale prices for the Clags A Stock as reported by NASDAQ Global Select Markel and the cash dividends declared per share.

CLASS A NON-VOTING COMMON STOCK

High Low Dividend Per Share
2010 ) )
Firsi Quarter T : R B 1862 8 : 1705 % DU R }1): )
Sccond Quaricr 1933 16.61 0.1882
Third Quarter . . St R S T T PPN S 180T . 173t 0.1882
Fourth Quarter 1950 18.53 0.1892
2011
Firat Quarter S IR ’ TP S U1 1 § 1873 $ 0.1892
Seccond Quarter 19.74 17.86 ¢.1902
Third Quarter LT i o T 1949 16.38 0.1902

Fourth Quaner 18.89 1715 0.1930




Qur Class B Voting Stack, or Class B Stock. is quated on the OTC Bulletin Board under the symbol "ARTNB." There has been a limited and sporadic public trading markes far the Class B Stock. As of
March 7, 2012, the last reported rade of the Class B Stock on the OTC Bulletin Board was at a price of $18.00 per share on February 17, 2012, As of March 7, 2012, we had 171 holders of record of the

Class B Stock. The Class B shares are paid the same dividend as the Class A shares noled in the 1able above.

Recent Sales of Unregistered Securities

Druring the quarter ended December 31, 2011, we did not issue any unregistered shares of cur Class A or Class B Stock.

Equiny Compensation Plan informarion

The foilowing table provides information on the shares of our Class A Stock thal may be issued upon exercise of culstanding stack options as of December 31, 2011 under the Company’s stockholder

appraved stock plans.

Plan category
Equity compensation plans approved by security holders = - 77
Equity compensation plans not approved by security hokders :

Total

Equity Campensatien Plan Information

Number of
securities 1o be
issucd upen
exercise of
oulstanding
oplions {a)

416,250.

416,250 -
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Weighted-average
exercise price of
outslanding
options

§ T A

Number of
securities remaining
available for future

issuance under
equity
compensation plans

(excluding
securities reflecied

in column (a))

432,750

432,750
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The following graph compares 1he pereentage change in cumulative shareholder return on the Company’s Class A Stock with the Standard & Peor’s 500 Stock Indcx and a Peer Group of watcr utility
compaaies having similar markel capitalizations. The graph covers the period from December 2006 (assuming a $100 investment on December 31, 2006, and the reinvestment of any dividends) through

December 2011:
Comp 1isd Five Year Total R
150
3
3
]
$50 -
e SR S0 gt
—a— Posr Gros
80
2006 247 2008 2040 a1
INDEXED RETURNS
Base Period Yecars Ending December 31
Company Name / Index 2006 2007 2008 2009 2010 2011
Artesian Resources Corporation L . 1og 2049 - 87.05 104.90 SN | % I S L L LTS
S&P 500 Index 100 105.49 66.46 84.05 96.71 98.76
Peer Group . 100 96.17 96.46 T 9536 ARSI F 1 v 1 129.52.

The Peer Group includes American Stales Waler Company, American Water Works Company, Inc., Aqua America, Inc., California Water Service Group, Conneclicut Water Service, Inc., Middlesex Water

Company, Pennichuck Corporation, SJW Corporation, and York Water Company.
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ITEM 6. SELECTED FINANCIAL DATA

The sclected statement of opcrations and balance sheet data shown below were derived from our consolidated financial statements. The consolidated statement ol operations data for the ycars cnded
December 31, 2011, 2010 and 2009 and the consolidated balance sheet data as of December 31, 2011 and 2010 have been derived from our audited financial statements included clsewhere in this Annual
Report on Form 10-K, The consolidated stalement of operations data for the years ended December 31, 2008 and 2007 and the consolidated balance sheet data as of December 31, 2009, 2008 and 2007
have been derived from audited consolidated financial statements which are not included in this Annual Repott on Form 10-K. You should read this selected financial data together with our consolidated
financial statements and relaied notes, as well as the discussion under the caption “Management’s Discussion and Analysis of Financial Conditicn and Results of Cperations.”

In thousands, excepr per share and eperating data 2011 2010 2009 2008 2007

STATEMENT OF OPERATIONS DATA

Operating revenues

Water sales o L | - L 57564 8. 56,685 §.° ° 53871 % st 8 T 48,461
Other utility operating revenue 3,302 2973 2,208 2,619 o 1,699
Non-utility operating revenue - Co . : 4204 . TL5227 : 4833 -0 4,065 - ot 236
Total opcrating revenucs 3 65,070 § 64,885 % 0912 & 56185 % 52,524
Qperating expenscs . . . .
Operating and maintenance . 3 35448 § k2% T N TR 32368 8 . - 30871 % 28,594
Depreciation and amertization o . 7410 7,032 6,556 5,782 5162
State and federal income taxes . S R . g 4,654 5082 : - 4860 - - . 4,427 Coe o 413
Froperty and other taxes o o . 3sn 3,789 3,483 3,199 2,868
Total operating cxpenses B IR L - I 51,334 § . - 50,617 § .t 47267 % Co44279 8 S 40,758,
Operating ipcome .. .o oo s CE R 13,736 § 14268 & e 13645 BT UILs L §0 T 11,766
Other income, net o o 299 647 835 1,125 802
Total income before interest charges . 3 : 14,035 § : 14915 § L1448 8 o 13,01 % L 12,568
Inierest charges P - s 7,28 § . 7295 % .. 7238 % C6613 5 6308
Net income o . 8 oe46 8 T 7620 % 7262 § CBAI8T §T. T 1T 6263
Dhividends on preferred stock S — — _ - — —
Net income applicable to common stock : $ 6,746 § . 620 % 7262 - % o 64180 % C6,263
Net income per share of common stock: - . . o H
Basic s 083 ot ¢ 057 % 087 % 092
Dituted $ D83 % 100 % 057§ 08 § 090 -
Avg. shares of common stock outstanding X . [ . . BT B . T e - .
Basic 8,122 _ 7,557 7454 7,353 6,787
Ditated .- - - . . X § Lo 8,160 . L 7618 - ARSI T4 ST 6,936
Cash dividends per share of common stock 3 076 8 075 % 072 % 071 % 0.66

n
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In thousands, except per share and operating data

BALANCE SHEET DATA

Utility plant, at original cost
Tess accumulated depreciation

Total assets

Lines of credit

Long-term obligations and
redeemable preferred siock,
including current perticns

Stockhokders” equity

Total capitalization

OPERATING DATA

Average water sales per caslomer
Water pumped (millions of gallons)
Number of metered customers
Miles of water main

AW

2011 2010 2009 2008 2007
353,397 % 345,383 326,899 $0 000 31848 272,39

378737 § 371,520 188305 § 346,706 294,589

1,740 8 29,071 BB § 20286 898

5 18257 § 106,606 T07355 0§ 109071 92073
$ 112997 § 95,146 9,7 § k] SR TRE S
$ 219536 § 200,207 197195 § 195,349 176,889
$ I VR S 75 STeE s 661°¢ 645
7,401 7517 706 7,526 7,755

80,600 78,400 76,560 ¢ 75,800 175,149

1,148 1131 1,124 1112 1,086
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
OVERVIEW

Qur profitability is primarily altributablc (o the salc of water by Arigsian Water. Gross water sales in Artesian Water comprise 87.6% of total operating revenues. Our profitability is also attributed to the
various coniracl operations, water ang sewer Service Line Protection Plans and other services we provide. Water sales are subject 1o seasonal fuctuations, particularly during summer when water
demand may vary with rainfall and temperature. 1n the event temperatures during the typically warmer months are cooler than expecied, or rainfall is greater than expected, the demand for water may
decreasc and our revenues may be adversely affected, We belicve the effects of weather are shon term and de not materially affect the excewtion of our stralegic initiatives. Our contract operations and
other services provide a revenue stream that is net affected by changes in weather paticrns.

While water sales revenues are our primary scurce of revenues, we conlinue to seck growth opportunities to provide wastewater service in Delaware and the surrounding areas. We also conlinue to
explore and develop relationships with developers and municipalities in order 10 inctcase sevenues from contract water ané wasiewater operations, wastewater management services, design, construction
and cngineering services. We plan to continue devcloping and cxpanding our centract operations and other services in a manner that complements our growth in water scrvice to new customers. Our
anticipated growlh in lhese areas is subject 1o changes tn residential and commetcial construction, which may be affected by interest rates, inflation and general housing and cconomic market
conditions. We anticipate continued growth in our non-regulated division due to our water and sewer Service Line Protection Pians.

Water Division

Overview

Artesian Walcr, Artesian Water Maryland and Artesian Waier Pennsylvania provide water service to residential, commercial, industrial, governmental, municipal and utility customers. Increases in the
number of customers served contribuled to increases in our operating revenue. The Town of Middletown, which is one of cur municipal customers and is located in southern New Castle County,
Delaware, has nearly doubled in population since 2001, and population growsh in this area is expected 10 continue for some time as a result of ongoing and futare residential construction. As pepulation
growth continucs in Middletown and other arcas in Delaware, we believe that the demand for water will increase, therchy coniributing to an increase in our operating revenues. As of December 31, 2011,
we had approximaiely 78,600 metered water cusiomers in Delaware, an increase of approximately 700 compared to December 31, 2010. The number of metered water cusiomers in Marylang increased by
approximately 1,500 compared to 2010, and the number of metered waler customors in Pennsylvania remained consistent with 2010.

In December 2011, Arlesian Watcr Maryland completed its purchase frem Cecil County of all of Cecil County’s right, title 2nd inlerest in and to the Meadowview, Pinc Hills, Harbourview and Route 7
waitcr facilitics and the associated parcels of real property, easement rights and water transmission and distributien sysicms pursuant to an Asscl Purchase Agreement, dated October 7, 2008 (as amended,
the “Asset Purchasc Agrcement™). The lotal price for the purchased assets was $2.2 mitlion, which, pursuant to the Asset Purchase Agrecment, was cqual to the net assct value of the purchased assets
at closing. Artesian Water Maryland paid the full purchase price and assumed certain liabilities al closing. As previously disclosed, on August 31, 2011, the Maryland Public Service Commission issued
an order granting Artesian Water Maryland authority 1o exercise the franchise ar¢a served by the water facilities acquived under the Assct Purchase Agreement. The existing water systems subject to the
Assel Purchase Agreement serve approximately 1,500 customers,

Wastewater Division
Overview

Artcsian Waslowaler owns waslowater infrastructure and began providing wastewaler services in Delaware in July 2003, Anesian Wastewater Maryland was incorporated on June 3, 2008 1o provide
regulated waslewaler services in Maryland. Qur wastcwaler customers are bitled a flat monthly fee, which contributes to providing a revenue stream unaffected by weather.
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On September 27, 2011, Artesian Resources, Artesian Wastewaler Maryland and Cecil County mutually agreed 1o enter ine a Termination of Asset Purck Apr Franchise and Paren1 Guaranty,
or the Termination Agreement, 1o 1erminate 1wo purchase agreements, or the Asset Purchase Agreements, relating to the Meadowview Wastewater Facility, Hightands Wastewater Facility, Cherry Hill
Wastcwater Facility and the Harbourview Wastewater Facility, and related real property, 1t rights and w collection systems with respest to each facility or the wastewater facilities.

Certain ancillary agreements, including a wastewaler franchise agreement between Artesian Wasiewater Maryland and Cecil County, and a parent guaranty between Arlesian Resources and Cecil County,
were also 1erminated by the Termination Agrecment.

Termination of the Assel Purchase Agreements and the wastewater franchise agreement is subject 10 the approval of the MDPSC. Artesian Wastewater Maryland has agreed to file an application with
the MDPSC for such approval.

Non-Regulated Division
Overview

Ariesian Utility provides coniracl waler and wastewaler operation services 1o privale, municipal and governmental institutions. Artesian Utility currently operaics wastewater treatment facilities for the
town of Middletown, in Southern New Castle County, or Middletown, under a 20-ycar contract that expires on February 1, 2021. The facilities include two wastewater treatment stations with capacitics of
up to approximately 2.5 mgd and 250,000 gallons per day, respectively. We also operate a wastewater disposal facility in Middleiown in order to support the 2.5 mgd wastewatcr facility.

Cue of the wastewater treatment facilities in Middletown now provides reclaimed wastewater for use in spray irrigatien on public and agricultural lands in the area. Our relationship with the Town of
Middletown has given us the opportunity to create the Arlesian Water Resource Managemens Partnership, or AWRMP, to encourage and support the use of reclaimed water for agricultural irrigation and
other necds. Using reclaimed waler (o iwigate farm fields ¢an save the Delmarva region millions of gallons of proundhwater cach day. The AWRMP's first project in Middleiown will save up to three
million gallons of water per day during the peak growing season. Through the AWRMP initiative, Artesian will provide planning, cngincering and technical expertise and help bring together the various
stale, local and private pariners needed for water recycling project approvals.

Artesian Development is a real gstate holding company that owns propetties, including land zoned for office buildings, a water treatment plant and wastewater facility, as well as property for cumrent
operations, including the recent purchase of an office facility. The facility consists of approximately 10,000 square feel of office space along with nearly 10,000 square feet of warehouse space. This
facility allows all of our Sussex County, Delawarc operations to be housed in one central location.

Anesian Consulting Engineers acquired all the assets of Meridian Architects and Enginecrs in June 2008, As a result of the decline in new heusing and development due to the economic downturmn, the
need for development and architectural services has remained depressed. Therefore, in April 2011, we decided to reduce staffing levels and reorganize the business, Arlesian Consulung Engineers will no
longer provide developmeni and architectural services to outside third parties. Artesian Consulting Enginecrs will continue to work with cxisting clicnts on projects already in progress for engingering
services untik those projects are complete. We will continue to provide design and enginecring contract services through our Anesian Unility subsidiary.

1n connection with the Assel Purchase Agreements previously discussed under Artesian Waslewater Maryland, in March 2009, Arlesian Ulility signed an agreement with the Cecil County Department of
Public Works in Cecil County, Maryland 1o operate the Meadowvicw Wastewater and Highlands Wastcwater trcatment and disposal facilities. This agreement was to remain effective until Artesian
‘Wastewater Maryland purchased the facilities. This agreement also employed Artcsian Utility 10 operate 1wo water supply and treatment stations and 1wo booster stations in Cecil County. Upon mutuat
agreement, the Asset Purchase Agrecments were terminated on Scptember 27, 2011 and the operation agreement was terminated effective on September 30, 2011,
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Protection Plans

Artesian Resources initiated a Water Scrvice Line Protection Plan, or WSLP Plan, in March 2005, The WSLP Plar covers all parts, material and labor required to repair or replace participating customers’
Icaking water service lines up 10 an annual limit. As of December 31, 2011, approximately 16,800, or 24.3%, of our eligible water customers had signed up for the WSLP Plan. The WSLP Plan was cxpanded
in the sccond quarier of 2008 to include maintenance o repair 1o cuslomers’ sower lincs. This plan, the Sewer Service Line Protection Plan, or SSLP Plan, covers all parts, material and tabor required to
repair or replace participating customers’ leaking or clogged sewer lings up 10 an annual limit. As of December 31, 2011, approximately 9,400, or 13.6%, of our cligible customers had signed up for the SSLP
Plan. Also, in the sccond quarter of 2010, the WSLP Plan znd SSLP Plan were extended to include non-customers of Artesian Resources. As of December 31, 2011, approximately 730 non-customer
participants have signed up for either the WSLP Plan or SSLP Plan.

Strategic Direction

Our strategy is to significantly increase cusiomer growth, revenues, eamings and dividends by cxpanding our water, wastewater and Service Ling Protection Plan services across the Delmarva
Peninsula. We remain focused on providing superior service lo our cuslemers and continuously seeking ways to improve our efficiency and performance. By providing water and wastewater services,
we believe we are positioned as the primary resource for developers and communities throughout the Delmarva Peninsula sceking to fill both needs simultancously. We have a proven ability 10 acquire
and integrate high growth, reputable entitics, through which we have captured additional service territories that will scrve as a base for future revenue. With recent acquisitions, we have successfully
integrated their operations, infrastructure, technology and employees. We believe this experience presents a strong platform for further expansion and that our success to date also produces positive
relationships and credibility with regulators, municipalities, developers and customers in both cxisting and prospective service areas,

In our regulated waler division, our strategy is 10 focus on a wide spectrum of activities, which include identifying new and dependable sources of supply, developing the wells, treatment plants and
delivery sysicms 10 supply water 16 customers and cducating customers on the wise use of water. Our stratcgy includes focused efforts 10 expand in new regions added to our Delaware service territory
over the last 10 years. In addition, we believe prowth will occur in the Maryland counties on the Delmarva Peninsula. We plan to expand our regulated water service area in the Cecil County designated
growih corridor and to expand our business through the design, construction, eperalion, management and acquisition of additional water systems. The expansion of our cxclusive franchisc arcas
clsewhere in Maryland ard the award of additional contracts will similarly enbance our operations within the state.

We believe that Delaware's generally lower cost of living in the region, availability of development sites in relatively close proximity to the Atlantic Ccean in Sussex County, and atiractive financing rates
for construction and mortgages have resufted, and will continue 1o result, in increases to our customer base, Delaware’s lower property and income tax rate make it an attcactive region for new home
development and retirement communities. Substantial portions of Delaware are currently not served by a public water system, which could also assist in an increase to our customer base as sysiems are
added.

In our regulated wastewater division, we foresee significant growth eppertunities and will contimue 10 seck strategic parinerships and relationships with developers and municipalities 10 complement
existing agreements [or the provision of wastewater service on the Delmarva Peninsula. Aricsian Wastewater completed an agreement with Georgetown, Delaware in July 2008 1o provide wastewater
ireatment and disposal scrvices for Georgetown’s growth and anncxation arcas. Artesian Wastewater will provide up 10 1 mad of wastewater capacity for the town. The preliminary engincering and
design work was completed on a regional wastewater Ireatment and digposal facility located in the northern Sussex County area that has the potential to treat up to approximately 8 mgd. This facility is
strategically situated on 75 acres to provide service to the growing papulation in the Georgctown, Ellendale and Milton areas, as well as 10 neighboring municipal systems. This facility was granted
conditional use approval by Sussex County Council to serve the Elizabethtown subdivision of approximately 4,000 homes and 439,800 square fect of proposed commerciaf spacc, as well as seven
additéonal projects comprising approximately 3,000 residential units. The facility will also be capable of offering wastewater services lo local municipalities. Anesian Wastewater will manage the design
and construction of the facility and, once construcied, the operation of the facility.
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The general nced for increased capital investment in our water and wasicwater sysicms is duc 10 a combination of population growth, more pretective water quality standards and aging
infrastructure. Qur capital invesiment plan for the next five years includes projects for water treatment plant improvements and additions in both Delaware and Maryland and wastewater treatment plant
improvements and additions in Delaware, Capital imp are pl d and budgeted to meet anticipated changes in regulations and needs for increased capacity related 1o projected growth. The
Delaware Public Service Commission and Maryland Public Service Commission have gencrally recognized the operating and capital costs associated with these improvements in sctling watcr and
waslewaler rates for current customers and capacity charges for new customers.

In our non-regulaicd division, we are actively pursuing opportunities 1o expand our contract operations, In Artesian Utility, we will seek to expand our contract design and construction services of water
and wastewater facilities for developers, municipatities and other utilities. Anesian Developmcent owns two nin¢-acre parcels of land, located in Sussex County, Delaware, which will allow for construction
of a water ereatment facility and wastewater treaiment facility. Artesian Consulting Engincers will no longer provide development and architectural services 1o outside third parties. Anesian Consulting
Engincers will continuc to work with existing clicnss on projects already in progress for engineering services until those projects are complete. Artesian will continue e provide design and engineering
contract services through our Artesian Utility subsidiary.

Inflation

We are affected by inflation, most netably by the continually increasing costs required to maintain, improve and expand our service capability. The cumulative effect of inflatien results in significamtly
higher facility costs compared Lo investments made 20 10 40 years ago, which must be recovered from future cash flows.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Critical accounting policies and estimates arc thosc we belicve are most important to pettraying the financial condition and results of operasions and also require significanm estimates, assumptions or
other judgments by management. The following provides an overview of the accounting policies that are particularly important to the results of operations and financial condition of the
Company. Changes in the estimates. assumptions or other judgmenis included within these accounting policies could result in a significant change to the financial statements in any quarterly or annuak
period. We consider the following policies to be the most critical in understanding the judgment that is involved in preparing our Consolidated Financial Stalements. Senior management has discussed
the selection and development of our critical accounting pelicics and estimates with the Audit Commiltee of the Board of Directors.

All additions to plant are recorded at cost. Cost includes direct labor, materials, and indircct charges for such itcms as transportalion, supervision, pension, medical, and other fringe benefits rclated to
employees engaged in construction aclivilics. When depreciable units of utility plant are retired, the cos of retired property, together with any cost associated with retirement and less any salvage value
or proceeds received, is charged 10 accumulated depreciation. The rate settlement discussed in lem 1 —Business undet the heading “Regulatory Matters” awthorizes that effective January 1, 2012, any
cost associated with retirement less any salvage value or proceeds reccived will be charged to a regulated retirement liabilisy. This new approach will result in 2n approximately $1.2 million reclassification
of utility plant to deferred credits and other liabilities on our Consolidated Balance Sheet in our fiscat year 2012. Mai repairs, and repl of minor items of plant are charged to expense as
incurred.

We record waler service revenue, including amounts billed to cusiomers on a cycle basis and unbilled amounts, based upon estimated usage from the date of the last meter reading to the end of the
accounting peried. As actual usage amounts arc rcceived, adjustments are made o the unbilled estimates in the next billing cyele based on the actual results, Estimates are made on an individuat
customer basis, based on one of three methods {the previous year's consumption in the same period, the previcus billing period’s consumpiion, or trending) and are adjusted 10 reflect current changes in
water demand on a system-wide basis. While actual usage for individual customers may differ materialiy from the estimate, we belicve the everall total cstimate of consumption and revenue for the fiscal
period will not differ materially from actual billed consumplion, as the everall estimate has been adjusted 1o reflect any change in overall demand on the system for the period.

We rccord accounss receivable at the invoiced amounts. The reserve for bad debis is the Company’s best cstimate of the amount of probable credit losses in aur existing accounts receivable. The
Company reviews the reserve for bad debts on a quarterly basis. Account balances are written off against the reserve when it is probable the receivable will not be recovered.
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Our regulated utilities record deferred regulatory assets under Financial Accounting Standards Board, or FASB, Accounting Standards Cedification, or ASC, Topic 980, which are costs that may be
recovered over various lengths of time as prescribed by the DEPSC, MDPSC and PAPUC. As the wtility incurs certain costs, such as expenses related 16 rate case applications, a deferred regulatory assct
is created. Adfustments to these deforred regulalory asscts arc made when the DEPSC, MDPSC or PAPUC determings whether the expense is recoverable in rates, the dength of time over which an
expense is recoverable, or, because of changes in cmeumstances, whether a remaining balance of deferred cxpense s recoverable in rates charged to customers. Adjustments to reflect changes in
recoverabilily of certain deferred regulatory assels may have a significant effect on our financial results.

Our long-lived assets consist primarily of utifity planl in service and regulatory assets. We review for impairment of our long-lived assets, including wtility plant in service, in accordance with the
requirements of FASB ASC Topic 360. We review regulatary assets for the continued application of FASB ASC Topic $80. Our review determines whether there have been changes in circumstances or
cvents that have occurred that require adjustments to the carrying valuc of these assets. Adjustments 10 the ¢arrying value of these asseis would be made in instances where changes in circumstances or
events indicate the carrying value of the asset may not be recoverable. The Company believes there are o impairments in the carrying amounts of its long-lived asscts at December 31, 2011
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RESULTS OF OPERATIONS
2011 Compared to 2010
Operating Revenues

Revenues totaled $65.1 million for the year ended December 31, 2611, $0.2 million, or 0.3%, above revenucs for the year ended December 31, 2010 of $64.9 million. Water sales revenues increascd $0.9
million, or 1.6%, for the year ended December 31, 2011 over the corresponding period in 2010. The increase in water sales is due to the addition of service 1emitory, an increasc in resale water revenuc and
temporary rate increases placed into effcel on June 10, 2011 and November 17, 2011, as permitted under Delaware law, until new rates were approved by the DEPSC. In addition, the Distribution System
Improvement Charge, or DSIC, revenue increased for the year ended December 31, 2011 compared to the same period in 2010. However. per capita demand has declined for the year ended Decermber 31,
2011 in comparison 1o the year ended December 31, 2010, primarily due to the effects of an lly wet late her pattern, thereby reducing the effect of the temporary rate increases. We
realized 88.5% of our 1otal operating revenue in 2011 from the sale of water as compared 10 87.4% in 2010.

Onher utility operating revenue totaled $3.3 million for the year ended December 31, 2011 as compared to $3.0 million in 2010. The increase is primarily the resull of increased wasiewater cevenues due 1o
customer growth and an increase in our service charges, conteact revesue and rental income.

Non-utility operaling revenue decreased $1.0 mallion for the year ended December 31, 2011, or 19.6%, from $5.2 miilion in 2010 to $4.2 milfion for the same period in 2011. This decreasc is primarily duc 1o an
approximately $1.1 million decrease in Artesian Utility revenue, related to a decrease in design and permitting services performed for a project in Middleiown, Delaware, a decrease in contract services
performed for municipalities in Maryland following the purchase of the Tewn of Pon Deposit’s water asse1s and a reduction in contract services for municipalities in Pennsylvania. In addition, consulting
revenue earned by Artesian Consulting Engincers decreased approximately $0.3 million due to the reduction and reorganization of the busi The decrease in non-utility operating revenue is partially
ofTsct by an approximately $0.4 million increase in water and wasicwater Service Line Protection Plan, or SLP Pians, revenue eamed by Artesian Resources. The SLP Plans provide coverage for all material
and labor required 10 repair or replace participants’ lcaking water service or clogged sewer lines up to an annual limit.

Percentage of Operating Revenues

2011 2030 2009
Water Sales
Residential 54.4 % 54.0 % 542 %
Commercial 20.9 206 213
Industrial 0.2 02 03
Gevernment and Other 12.8 126 127
Non-utility operating revenues 6.7 81 7.9
Other utility opcrating revenues 5.0 45 16
Total t00.0 % 100.0 % 1000 %
Residential

Residential water service revenues in 2011 amounted 1o $35.4 million, an increase of $0.4 million, or £.0% over the $35.0 million recorded in 2010, primarily due to temporary ratc increases placed into effect
on June 10,2011 and November 11, 2011, The unusually wet lale summer weather paitern in 2011 reduced per capita ¢ ptioty, thereby reducing water sales revenue for the full year 2011, The increase
in 2011 follows an increase of $2.0 million, or 6.1%, in 2010, which was primarily due to an increase in water consumption. The volume of water sold to residential customers decreased to 3,710 million
gallons in 2011 compared to 3,908 million gatlons in 2016, a 5.1% decrease, primarily the result of the reduced water consumplion in 2011 due to the unusuatly wet weather experienced during the year. The
number of regidential v s served i d by 2,230, or 2.8%, in 2011,
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Commercial

Waler service revetiues from commercial customers in 2011 increascd by 2.4%, from $13.3 million in 2¢10 10 $13.7 million in 201 1, primarily due to temporary rate increases placed inio effect in 2011. We
seld 2,125 million gallons of water 10 commercial customers in 2011, a 0.2% decreasc as compared to 2,130 million gallons seld in 2010.

Industrial

Waler service revenaes from industrial customers increased by 19.4%, from $118,000 in 2010 to $141,000 in 201§, The volume of water sold to industrial custemers increased by 18.4%, from 18 million
galions in 2010 to 21 million gallons in 2011, primarily as a result of higher usage by an industrial customer that increased operations.

Government and Other

Government and other waler scrvice revenucs in 2011 increased by 2.1%, from $8.2 milfion in 2010 to $8.4 million in 2011, primarity due to a slight increase in waler consumption fram municipalities for re-
sate and femporary ratcs placed into effectin 203 1.

Other Utility Qperating Revenue

Other utility operating revenue, derived from contract operations, antenna leases on water tanks, finance/service charges and wastlewaler customer service revenues increased 11.1% in 2011, from $3.0
million in 2010 to $3.3 million in 2011. As a percentage of operating rcvenucs, other ulility operating revenues increased to 5.0% from 4.5%. The increase, approximately $0.3 million, is primarily the result
of increased wastewater revenues due to customer growth and an increase in our service charges, contragt revenue and rental income.

Non-Utility Operating Revenue

Non-utility operating revenue, derived from non-regulated waler and wastewater operations, decreased from $5.2 million in 2010 to $4.2 million in 2011. This decrease is attribwiable to a decrease in
contract revenue in Artesian Utility of approximately $1.1 million, primarily due 10 a decrease in design and permitting scrvices performed for a project in Middlet , Del . a d in contract
services performed for municipalities in Maryland following the purchase of the Town of Pont Deposit’s waler assets and a reduction in contract services for municipalities in Pennsylvania. In addition,
consulting revenue earmed by Artesian Consulting Engincers decreased approximately $0.4 million, due to the reduction and rec ization of the busi The decrease in non-utility opcrating revenue
is partially offset by an approximately $0.4 million increase in water and wastewater Service Line Protection Plan, or SLP Plans, revenue earned by Artesian Resources. The SLP Plans provide coverage for
all material and labor required to repair or replace participants’ leaking water service or clogged sewer lines up 10 an annual limit.

Operating Expenses

Cperating expenses, excluding depreciation and income taxes, increased $0.8 million, or 2.0%, to $39.3 million in 2011. The components of the change in eperating expenses includes an increase in utility
operating ¢xpenses of $1.4 millicn and 2 decrease in non-utility operating expenses of $0.6 million.

The increase in utilily operating cxpenses of $1.4 million, or 4.4%, in 2011 as compared 1o 2010, is primarily comprised of an increase in payroll and emplioyee benefits cosls, repair and maintenance
expenses, administration cxpenses and purchased water expenses. The increase in utility operating expense is partially offset by a decrease in eleciric purchased power expenses.

Payroll and employce benefit costs increased $0.6 miliion, or 3.9%, compared o the same period in 2010, primarily as a result of an increase in wages, increased medical benefst premiums and a decrease in
capitalized labor and benefits.

Repair and maintenance expenses increased 50.5 million, or 24.3%, a result of increased water weatment equipment maintenance costs, increased meter maintenance costs, increased software support fees
and increased fucl costs. As a percentage of operating cxpenscs, repair and maintenance expenses increased to 8.1% from 6.7%.
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Administration expenses increased $0.3 million, or 7.1%, primarily due 10 lcgal costs associated with engoing litigation apainst Chester Water Authority contesting the propriety of rates they have
charged for water we purchase unger contract.

Purchased waler expenses increased $0.2 million, or 4.7%, primarily due to an increase of 9.0% in Chester Water Authority’s rates effective in July 2010. As a percentage of operating cxpenses, purchased
water cxpenses increased 1o 10.8% from 10.5%.

Electric purchased power expenses decreased $0.2 million, or 10.1%, primarily the result of reduced water pumpage during the year ended 2011 compared to 2010. In addition, we continue 10 mitigate
future significant increases in ¢lectric purchased power expenses by signing twa-year supply contracts at a fixed price. Our most recent supply contract was effective May 2011.

Non-utility cxpenses decreased approximately $0.6 miltion, or 16.7%, primarily the result of less project activity in Artesian Utility as compared to the same period in 2010. The decrease in non-utility
expenses is partially offsel by an increase in legal costs of approximately $313,000 as a result of a federal grand jury subpoena in connection with an investigation being conducted by the United States

Attorney’s Office in the Eastern District of Pennsylvania and the Environmental Protection Agency. Asa percentage of operaling expenses, non-utility cxpenses decreased to 8.9% from 10.9%.

Percentage of Operating and Maintenance Expenses

2011 2010 2009
Payroli and Asseciated Expenses ce T TS Ll 47.7% 46.9% 46.7%
Administrative R 20.9 218 2.6
Purchased Water : o e . 10.8 105 00
Repair and Maintenance . &1 6.7 e
Water Treatment T : T 38 T oAl
Non-utility Operating _ A 10.% 0.5
Total 100.0% T00.0% T00.0%

Properly and other taxes increased by $33,000, or 0.9%, compared to the same period in 2010, reflecling increases in tax rates charged for public schools in various areas where Arlesian holds property and
an increase in the number of plants owned by Anesian. Property 1axes are assessed on land, buildings and cenain utility plants, which include the footage and size of pipe, hydrants and wells primarily
owned by Aricsian Water. The increasc in property 1axes is partially offset by a decrease due to the first-year assessment of a facility located in Maryland, which was recorded in 2010 and was retroactive
to include 2009,

The ratio of eperating expense, excluding depreciation and income 1axes, 10 1otal revenue was 60.4% for the yoar cnded Decenber 31, 2011, compared to 59.3% for the year ended December 31,2010,
Depreciation and amortization cxpens¢ increased $0.4 miliion, or 5.4%, primarily duc to continuing investment in utility plant in service providing supply, treatment, storage and distribution of water.
Federal and stale income 1ax cxpense decreased $0.4 million, or 8.4%, due to lower taxable income for the year ended December 31, 2011, comparcd te the year ended December 31, 2010. The decrease in
federal and stalc income 1ax expense is also due 10 a reclassification of deferred acquisition costs from regulatory assets on our Conselidated Balance Sheet to miscetlaneous other ¢xpense on our
Consolidated Statement of Operations, resulling in an approximately $142,000 tax ¢ffect. The decrease in federal and stalc income lax ¢xpense is partially offset by an incrcasc duc 1o a retroactive

adjustment 1o our cifective tax rate applicd te a deferred tax hability related to the bonus depreciation calculation in the State of Maryland. Our total effective income 1ax rate, of ETR, for 2011 and 2010 was
40.8% and 40.0%%, respectively.
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Other Income, Net

Miscellancous income decreased $328,000 primarily due 1o an approximately $354,000 rcclassification of deferred acquisition costs from regulatory assets on our Consolidated Balance Sheet io
miscellaneous other income (expense) on our Consolidated Statement of Operations, as a result of the termination of agreements diseussed in liem | — Busincss — Arlesian Waslewaler Maryland to this
Form 10-K.

Interest Charges

Interest charges decreased $6.000, or 0.1%, primarily duc 1o a decrease in short-term debt outstanding. We uscd the proceeds from our July 2011 and August 2011 offcring of common stock 1o repay
short-term berrewings. The decrease in interest charges is partially offset by an increasc in long-lerm debt outstanding, primarily due to the increased wlilization of Delaware Drinking Water Staie
Revolving Fund loans. The average interest rate on our sheri-term credit balance decreased from 1.7% in 2010 10 1.6% in 2011,

Net Income

Forthe year ended December 31, 2011, our net income applicable 1o common stock deereased $0.9 million, or 11.5%, as compared to 2010. This decreasc in net income was primarily due to lower opcrating
inceme margins from our water utility business as a result of the heavier precipitation experienced during the year ended December 31, 2011 compared 1o the same period in 2010. The decrease in net
income is also duc 1o lowcer operating income margins from our non-utility business, a resull of decreased contract scrvices. In addition, net income decreased due to increased Iegal costs associated with
ongoing litigation against Chester Water Authority and the federal grand jury subpocna, both of which are discussed above, and a reclassification of deferred acquisition costs from regulatory assets on
our Consolidated Balance Sheet 1o miscellaneous cther expense on our Consolidaied $1atement of Operations, as a result of the lermination of agreements discussed in ltem 1 — Business — Ariesian
‘Wastewater Maryland to this Form 10-K.

2010 Compared to 2009
Operating Revenues

Revenugs totaled $64.9 million in 2010 and were 6.5% above revenues in 2009 of $60.9 million, which is paially due 1o an increase of $2.8 million, or 5.2%. in 101al water sales revenue. Water sales
revenues totaled $56.7 million in 2010 and were 5.2% above revenues in 2009 of $53.9 million. The heavy precipitation experienced in 2009 reduced per capita consumption, thereby reducing water sales
revenue for the full year 2009. The increasc in water sales in 2010 comparcd te 2009 more closely reflects the return to the average annual per capila consumplion ever a five-year period. We rcalized
£7.4% of our total operating revenue in 20190 [rom the sale of water as compared to 88.4% in 2009.

Non-ulility operaling revenue totaled £5.2 million in 2010 as compared to $4.8 million in 2009. This ingrease is attributable to an increase in contract revenue in Aresian Utility, primarily due to design and
permitting scrvices performed for a project in Middletown, Delaware and increased contract services performed for municipalitics in Maryland. The increase in non-utility revenue also reflects an increase
in water and wastewater Service Line Protection Plan, or collectively SLP Plans. revenuc carncd by Artesian Resources. The SLP Plans provide coverage for all material and labor required 1o repair ot
replace participants’ leaking water service or clogged sewer lines up 10 an atinmual limit. The increasc in non-utility operating revenue is partiatly offset by a decrcase in contract revenue in Artesian Ultility,
aresult of the reductien in contract scrvices for Peansylvania.

Other utility operating revenue totaled $3.0 million in 2010 as compared t0 $2.2 million in 2009. The increasc is primarily the result of increased wastewaler cuslomer service revenues and an increase in our
service charges.

Residential

Residential water service revenues in 2010 amounted 1o $35.0 million, an increase of $2.0 million, or 6.1% over the $33.0 million recorded in 2009, primarily due to an incrcase in waler consumption. The
heavy precipitation experienced in 2009 rcduced per capila consumption, thereby reducing water sales revenuc for the full year 2009. The increase in water sales in 2010 compared to 2009 more closcly
reflects the return 1o the average annual per capita consumpiion over a five-year period. The increase in 2010 follows an increasc of $2.0 million, or 6.3%, in 2009, which was primarily due to rate increases
cffective June and December 2008. The volume of water sold 1o residential customers increased 10 3,908 million gallons in 2010 compared to 3,631 million gallons in 2009, a 7.6% increase, primarily the
result of the reduced water consumption in 2009 due 1o the unusually wel weather expericnced during the year. The number of residential customers served increased by 1,085, or 1.4%, in 2010.

32




Fabiv of onte

Commercial

Water service revenues from commercial cusiomers in 2010 increased by 2.6%, from $13.0 million in 2009 to $13.3 méllion in 2010, primarily due te increased waler consumption. We sold 2,130 million
gallons of water to commercial customers in 2030, a 1.8% increase as comparcd to 2,093 million gallons sold in 2009,

Industrial

Water service revenucs from industrial customers decreased by 34.6%, from $181,000 in 2009 to $118,000 in 2010. The volume of water sold to industrial customers decreased by 50.9%. from 36 million
gzllans in 2009 to 18 million gallens in 2010, primarily as a result of decrcased wsage by an industrial customer that reduced operations.

Government and Other

Government and other water service revenues in 2010 increased by 6.9%, from $7.7 miflion in 2009 to $8.2 million in 2010, primanly due increased water consumption from municipalities for re-
sale. Consumption for government and elher customers incecased 147 million gallons in 20190 as compared to 2009,

Other Utility Operating Revenne

Orher wility operating revenue, derived from conlract operations, antenna lcases on waler tanks, finance/service charges and wastewater customer service revenues increased 34.6% in 2010, from §2.2
mitlion in 2009 to $3.0 million in 2010. As & percentage of operating revenues, other utility operating revenues increased 10 4.5% from 3.6%. The increase, approximately $765,000, is primarily the result of
increased wastewaler customer service revenues and an increase in our service charges.

Non-Utility Operating Revenue

Non-utilily operating revenue, derived from non-regulated water and wastewater operations, increased from $4.8 million in 2009 to $5.2 million in 2010. This increase is attributable to an increase in
contract revenue in Artesian Utility of approximately $283,000, primarily due te design and permitting services performed for a project in Middletown, Delaware and increased contract services performed
for municipalities in Maryland. The increasc in non-utility revenue also reflects an increase of $93,000 and $268,000, respectively, in water and wastewater SLP Plans revenue earned by Artesian
Resources. The increase in non-utility operating revenue is partially offset by an approximately $292,000 decrease in contract revenue in Artesian Utility, a result of the reduction in contract services in
Pennsylvania,

Operating Expenses

Operating expenses, excluding depreciation and income taxes, increased $2.7 million, or 7.4%, s0 $38.5 million in 2010. The components of the change in operating cxpenses includes an increasc in utility
operaling expenses of $2.0 millicn and an increase in non-utility operating expenses of $377,000.

The increase in wiility operating expenses of $2.0 million, or 6.8%, in 2010 as compared to 2009, is comprised of an increase in payroll and cmployes benefits costs, purchased water cxpense, repair and
maintenance expenses, and administration expenses, partially offset by a decrease in water treatment costs. Payroll and employee benefit costs increased $1.2 million, or 7.8%, primarily the result of a
decrease 1 capitalized labor and benefits, an increase in hours warked due to the unusual winter weather experienced in the first quarter of 2010, an increase in wages and increased medical hencfit
premiums. Purchased water expense increased $402,000, or 12.4%, primarily due 1o an increase of 11.0% in Chester Water Authority’s vates effective in July 2009 and an 11.5% rate increase effective July
1. 2010. Repair and mai CXpEnses i d $334,000, or 16.8%, a result of increased water ircatment equipment maintenance costs, higher equipment parts and supplics purchases, increased
building maintenance and increased fuel costs. As a percenlage of operating expenses, purchased water expenses increased to 10.5% from 10.0% and repair and mai expenses i d to 6.7%
from 6.1%. Administration expenses increased $151,000, or 3.9%, primarily the result of an increase in outside service costs and an increase in printing and postage costs. The increase in adminisirative
expenses is partially offset by a decreasc in rate case cxpense. Water treatment cosss decreased $89,000, or 6.6%, primarily due to a decrease in chemical costs.
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Non-utility expenses incrcascd approximately $377,000, or 11.1%, primarily the result of more project activity in Artesian Utility as compared 1o the same period in 2009. As a percentage of operating
cxpenses, non-utility expenses increased to 10.9% from 10.5%.

Praperty and other taxes increased by $306,000, or 8.8%, compared to the same period in 2009, reflecting increases in tax rates charged for public schools in various arcas where Artesian holds property
and increases in the number of plants owned by Artesian. Property taxes are asscssed on land, buildings and certain wtility plants, which include the footage and size of pipe, hydrants and wells primarily
owned by Artesian Water. Property taxcs also increased due 1o the {irst-yoar assessment of a facility located in Maryland, which was retroactive to 2009, In addition, the increase in property and other
taxes reflects an increase in payrol] taxss, a result of increased payroli costs.

Deprecialion and amortization expense incrcascd $476.600, or 7.3%, dug to continuing mvestment in wility plant in service providing supply, treatment, storage and distribution of waler. Income lax
expense increased $222,000, or 4.6%, due to higher taxable income in 2010, Owur total ¢ffective income tax rate, or ETR, for 2010 and 2009 was 40.0% for cach.

Other Income, Net

Miscellaneous income increased approximately $42,000, primarily due to the amount of the annual CoBank investment patronage distribution. The distribution in 2010 included an increased return due to
the addition of the $15 million Series 5 Bond issued in December 2008, Our Allowance for Funds Uscd During Construction, or AFUDC, decreased $230,000, duc to management’s decigion to reduce
discretionary capital cxpenditures and the general slowdown in the housing market, resulting in decreased long-term construction activity subject to AFUDC.

Interest Charges

Interest charges increased $77.000, or 1.1%, primarily due 10 an increase in shart-term debt outstanding and increascd short-term borrewing interest charges that were previously capitalized, a result of the
Termination Agreement with NSRWRC as of August 6, 2010. The increase in interest chargcs is partialiy effset by she decreasc in long-term debt outstanding. The average interest ratc on eur short-term
credit balance increased from 1.5% in 2009 to §.7%in 20]0.

Net Income

For the year ended December 31,2010, our nel income applicable to common sieck increased $358,000, or 4.9%, as compared to 2009. This increase was primarily duc o higher operating income margins
from our water utility business derived from the doer weather expericnced in 2010 as compared to 2009

LIQUIDITY AND CAPITAL RESOURCES
Overview

Our primary sources of liquidity for the year ended December 31, 2011 were $19.2 million provided by cash flow from operaling activitiss, $3.2 million frot the issuance of long-term debt and $17.2 million
in ne1 proceeds from the issuance of approximately 974,000 shares of Class A Non-Votng Common Stock, or Class A Stock. On July 20, 2041 and August 13, 2011, the Company completed the sale of
804,290 shares and 84,080 shares of its Class A Non-Voting Common Stock, respectively. Cash flow from operating actévities is primarily provided by our utility opcrations, and is impacied by the
timeliness and adequacy of rate increases and ¢hanges in water consumption as 2 resuli of year-lo-year variations in weatber conditions, particulatly during the sumimer. A significant part of our ability to
tmaintain and mect our financial ohjectives is 1o ensure that our investments in utility plant and equipment arc recovered in the rates charged to customers. As such, from time so time, we filc rate increase
requesls to recover increases in operating expenses and investments in utility plant and cquipment.
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The amount puistanding on the Company’s lines of credil was $11.7 million as of December 31, 2011, a decrease of 317.3 million under the amount owstanding as of December 31, 2010, compared to an
increase of $3.9 million for the year ended December 3§, 2010 over the cutstanding balance as of December 31, 2009. The decrease in overall borrowings during 2011 as compared to 2010 was primarily the
result of using the proceeds from our July 2011 and Augusi 2011 offering of common stock to repay shori-term borrowings.

We depend on the availability of capital for cxpansicn, construction and maintenance. We rely on our sources of liquidity for investments in our utility plant and to mecet our various payment
obligations. We expect thal our aggregate investments in our wtility plant and systems in 2012 will be approximately $24.6 million. Gur total obligations rclated to inicrest and principal payments on
indebicdness, rental payments and water service inlerconnection agreements for 2012 are anticipated 1o be approximately $12.7 million. We expect to fund our activities for the next year using our
available cash balances, bank credit lines and prejecied cash generated frem operations. We believe that internally generated funds along with existing credit facilities will be adequate 1o provide
sufficient working capital Lo maintain normal eperations and to mcet our financing requircments. However, since past of our business strategy is to expand through strategic acquisitions, we may seck
additional debt linancing or issue additional equity sccuritics 10 finance future acquisitions or for other purposes.

Investment in Plant and Systeras

The primary focus of Arlesian Water’s investment was 1o continue to provide high quality reliable service to our growing service ferritory. We invested $15.8 million in capital expenditures during 2011
compared 10 $19.7 million invested during the same period in 2010. During 2041, we invested $3.2 million 1o enhance or improve existing treatment facilities and for the rchabilitation of pumping equipment
10 better serve our customers, We invested $2.9 million to upgrade and automate our meter reading cquipment, 'We invested approximately $0.2 million for our rehabilitation program for 1ransmission and
distribution facilities by replacing aging or deteriorating mains and for new transmission and distribution facilities. Wec invested approximately $2.4 millien in mandatory utility plant cxpenditures, duc 10
governmental highway projects, which require the relocation of water service mains. Developers financed $1.8 million for the installation of water mains and hydrants in 2011 compared 1o $1.3 million in
2010. We also invested $0.9 million for equipment purchases, computer hardware and software upgrades, and building upgrades, furniture and equipment refated 1o renovations made 1o our main office
building located in New Castle County. The investment in gencral plant also includes an additional investment of $0.7 million for transportation and equipment purchascs. An additional 5.9 million was
invested in w: projects i Del . Approximately $2.7 miflion was invested in the purchase of Cecil County, Maryland's water assets, which includes $0.5 million of contributed praperty.

The following chart summarizes our invesimend in plant and sysiems over the past three fiscal years.

In thousands 2011 2010 2009
Source of supply . o Lo ) S 2930 8 976 8 . 298
Treatment and pumping 1,004 1,095 1,044
Transmission and distribution - B . I o L TARE L T 908Gt ©8,023 -
General plant and equipment . 1,701 o 48 5118
Developer financed wtility plant Lol L L o oo 18020 1,633 - : 1,584
Wastewater [acilities 954 2250 1,732
Allowance for Funds Used During Construction, AFUDC . e [T S FEERTRRTRINN £ 11 ) BN Y § | ¥ ) 2Ty
Totat . : S b e e R $. .0 15,787 $ 19,703 - 8. - 17,576 .

Of the $24.6 mitlion we cxpect to invest in 2012, approximately $5.6 million will be invested in transmission and distribution facilitics, including the replacement of facilitics, and the extension of facilitics to
address service needs in growth areas of our scrvice territory. Approximately $1.7 miliion will be invested in the relocations of facilities as a result of governmeni mandates and rencwals associated with
the rehabilitalion of aging infrastructure. Approximately $9.9 million will be invested for mew treatment facilities, facility upgrades, equipment and wells throughout Delaware and Maryland to identify,
develop, treat and pratect sources of water supply 10 assure uninterrupied service 1o our customers. 1o addition, we will refund $1.5 millien to customers, real estate developers and builders related to
previous advances for construction they previded to Artesian in order to extend waler service to their properties.
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We also plan to invest $4.5 miliion in general plant, which includes new corporate automation, building renovations and transportation and equipment upgrades. Additionally, $1.4 million will be invested
in Artesian Wastewater for ongoing construction of wastewater plants. Our projected capital expenditures and other investments are subject 1o periodic review and revision to reflect changes in
cconomic conditions and other factors.

Financing

We expect 10 fund our activities for the next twelve months using our available cash balances, bank credit lines, prejecied cash generaled from operations and financing in the capital markets as
necessary, including Delaware Drinking Water State Revelving Fund loans.

We have scveral sources of liguidity to finance our investment in utility plant and other fixed assets. We estimate that the projccted investment of appreximaicly $23.2 million will be financed by our
operations and cxternal including a bination of capital invesiment as wetl as short-lerm borrowings under our revolving credit agreements discussed below,

Our cash flows fram operations are primarily derived from water sales revenues and may be materially affected by changes in water sales due 1o weather and the timing and exlent of increases in rates
approved by statc Public Service Commissions.

Lines of Credit

At December 31, 2011, Artesian Resources had a $40 million Jine of credit with Citizens Bank, or Citizens, which is available (o all subsidiaries of Artesian Rescurces. As of December 31, 2011, there was
$28.3 million of available funds under this line of credit. The interest rate for borrowings under this linc is the London Interbank Offered Rate, or LIBOR, plus 1.00%. This is a demand line of credit and
therefore the financial institution may demand payment for any oulstanding amounts at any fime. The term of this line of credit expires on the carlier of May 31, 2012 or any date on which Citizens
demands payment.

At December 31, 2051, Artesian Water had a $20 million ling of credit with CoBank, ACB, or CoBank, that allows for the financing of operations for Aricsian Water, with up to $10 million of this hne
available for the operations ol Artesian Water Maryland. As of December 31, 2011, there were no borrowings under this line of credit. The intcrest rate for borrowings under this ling is LIBOR plus
1.50%. The term of this line of credit expires on January 16, 2013. -

On July 20, 2011, the Company completed the sale of 804,290 sharcs of its Class A Stock. The net proceeds (after deducting undcrwriling discounts and commissions and offering expenses) of
approximately $14.1 million were used to fund & paid-in capital contribution in the same amount to Aricsian Water. Artesian Water used the paid-in capital contribution to repay short-term borrowings
(including borrowings incurrcd under our line of credit with Citizens that is available to all of cur subsidiarics) incurred primarily to finance expenses associaled with its construction program, including
imvestmend in wlility plant and equipment, and to fund capilal cxpendifurcs and other generat corporate purposes. On Augwst 15, 2011, the Company completed the sale of an additional 84,000 shares of
its Class A Stock, in accordance with the option granted to the underwriters to cover over-allotments associated with cur July 2011 stock offering. The net praceeds of approximately $1.5 million were
used to fund a paid-in capital contribution in 1he same amount to Artesian Waier as noted above.

Pursuant 1o the Termination Agreement between Artesian Resources and Darin A. Lockwood signed on August 6, 2010, Artesian Resources purchased the 75-acre parcel of land, previcusly purchased
by Darin A. Lockwood on July 1, 2008, for the opcration of the wastewater facility known as the Northern Sussex Regional Water Recharge Complex, or the NSRWRC. The Company purchased the land
(with a carrying value of $5.2 million) and all engineering and design work (with a carrying value of $2.7 million) by paying off the $7.9 million remaining balance of the NSRWRC's consiruction loan with a
financial institution securcd by the 75-acre parcel that was previously guarantced by the Company, There is no other security pledged for the 75-acre parcel of land.
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Line of Credit Committents C i Due by Period

Less than
In thousands 1 Year 1-3 Years 4-5 Years Over 5 Years
Lines of Credit Uy L BEL §— T e, . s—

Long-Term Debt

On August 1. 2008, Artesian Water Maryland cxecuted a promissory nole in the amount of approximately $2.3 million 10 Sunrisc Holdings, L.P., or Sunrise, in connection with the Mountain Hill
acquisition, that bears interest at a variable intcrest rate of LIBOR plus 1.50%. The note is payable in four equal annval installments, commencing on the first anniversary of the closing date. Three annual
installment payments were made in the amount of $0.6 million each. The remaining principal balance due on this note, as of December 31, 2011, is $0.6 million. The note is secured by a first lien security
interest in all of Mountain Hill’s assets in favor of Sunrise and is guaranteed by Artesian Resources.

Artesian Waser's trust indenturcs, which set certain criteria for the issuance of new long-term debt, limit long-term debi, including the shori-term portion thereof, to 66 5% of total caprialization. Our debt
1o total capitalization, including the shori-term portion thereof, was 49.0% at December 31, 2011. In addition, our revolving line of credit with CoBank contains customary affirmative and negative
covenanis that are binding on us (which are in some cases subject 10 certain exceptions), including, but not timited 15, restrictions on our ability to make certain loans and investments, guaranty cerain
abligations, enter into, or undenake, cerlain mergers, consclidations or acquisitions, transfer certain assets, change our business or incur additional indebtedness. In addition, this line of credit requires
us to abide by certain financial covenants and ratios. As of December 31, 2011, we werc in compliance with these cavenants.

Contractual Obligations Payments Due by Period
Less than 1-3 45 Afters
In thousands 1 Year Years Y gars Years Total
First Mortgage Bonds (Principaf and Interest) . : S B 1 S R3T S 13929 8 - ARTIe S o 4TI U § e 182463
State revolving fund loans (Principal and Interest) 798 1,675 1.675 7,359 11,507
Note Payable {Principal and Interest). ' U R L T e T e R e I T e
Operating leases o .68 100 ... 108 680 1,954
U ditional purchase obligati . . ’ o A 379 RN EE L AR e 1RSI T T 3TARE
Tank painting contractual obligation 367 312 — — 679
Total contractual cash obligations ) o 5 - 12,652 . % C. 23,577 5 23,128 § 175673 § . .- 235,030

Long-tcrm debt obligations rcflect the maturities of certain scries of our first mortgage bonds, which we intend 1o refinance when due. The state revolving fund loan obligation has an amortizing mortgage
payment payable over a 20-year period, and will be refinanced as future securitics are issued. Both the long-term debt and the state revolving fund loan have certain financial covenant provisions, the
violation of which could result in default and require the obligation 10 be immediately repaid, including alf interest. We have not experienced conditions that would result in our defanlt under these
agreements, and we do not anticipate any such occurrence. Payments for unconditional purchase obligations reflect minimum water purchase obligations based on rates that are subject to changg under
our interconnection agreement with the Chester Water Authority.

Oa July 15, 2011, Artesian Water entered into a Financing Agreement, or Financing Agreement, with the Delaware Drinking Water State Revolving Fund, acting by and through the Delaware Department
of Health & Social Services, Division of Public Health, 2 public agency of Delaware, or the Department. The Company has been given a loan of approximately $3.6 mitlion, or the Loan, from the Detaware
Safe Drinking Watcr Revolving Fund 10 finance all or a partion of the cost to replace specific water iransmission mains in service areas located jn New Castle County, Delaware {cellectively, the
“Project™). In accord with the Financing Ag t, the Company will from time to time request funds under the Loan ag it incurs costs in connection with the Project. The Company shall pay to the
Department, on the principal amount drawn down and outsianding from the datc drawn, interest a1 a rate of 1.7% per anoum and an administrative fec at the rate of 1.7% per annum. As of December 31,
2011, approximately $0.8 million was borrowed under this Lean.
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IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

Sec Mot 13 10 our Consolidated Financial Statements for a full deseription of the impact of recent accounling pronounccmends.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

The Company is subject 1o the risk of fluctyating interest rates in the normal course of business. Owur policy is to manage interest rates through the usc of fixed rate long-term debt and, 10 a lesser extent,
short-terrn debt. The Company's exposure to interesl rate risk related to existing fixed rate, long-term debt is due 10 the 1erm of the majority of our Firsi Morigage Bonds, which have final maturity dates
ranging from 2018 to 2043, which exposes the Company to interest rate risk as interest rales may drop below the existing fixed rate of the long-term debt prior 1o such debt’s maturity. In addition, the
Company has interest raic cxposurs on $6( million of variable rate lines of credit with two barks, under which the intcrim bank loans payable at December 31, 2011 were approximately $11.7 million. An
increase in interest rates will result in an increase in the cost of borrowing on this variable rate line. We are alse expescd to market risk associated with changes in commodity prices. Our risks associatcd
with price increases in chemicals, ciceiricity and other commodities are mitigated by our ability to recover our costs through rate increascs to our customers. We have also sought te mitigate future
significant electric price increases by signing a two ycar supply contracl. at a fixed price.
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ITEM 8, FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

CONSOLIDATED BALANCE SHEETS
(In thousands}

ASSETS December 31,2011 December 31. 2010
Ltility plant, 8 original cost less accumutated depreciation: = - .. . §.0 . 353,397 § 345,383
Current asscts
Cashand cashequivalemts . 0 7 T Tt P LT s T e -3 179
Accounts receivable (less allowance l'ur douhLﬁ:l accounts 201 1- $216 2010-$230) 4,997 5.094
Unbilled operating revenues 3,636 15614
Materials and supplics 1,483 1,246
Prepaid propenty taxes T o e T T T T T e e T e 1,293 1,260
Prepaid expenses and other 1,530 2.640
Total current assets 13.250 14,033
Other assets
Non-utility property (less accumulated depreciation 2011-$417; 2010-$377) - 4,214 4,430
Other deferred assels 5.142 5,023
Totalotheragsets L o T T e 9,356 9,503
Regulatory assets, net 2,734 2.610
$ 378,737 - § - 371,529
——
LIABILITIES AND STOCKHOLDERS® EQUITY
Stockholders' equity
Commonstock . Lol T I VDRI ¥ 17 B SR . T83T
Preferred stock —_
Additional paid-incapital T T e T e R e T e DR 1§ B 69,989
Reuined earmnings 18,075 17,520
Total stockholders' equity 112,997 - 95,146
Long-term debt, net of current portion 106,539 105,061
219,536 - $ 208,207
Current liabilities
Ligesoferedt i TN e e 11,746 29,071,
Current portion of long-lerm debt 1,718 1,545
Accounts payable 2,784 3,401
Acerued cxpenses 2,253 2,126
Overdraft payable 368 740
Deferred income laxes 772 459
Accrued interest 1,223 1,189
Customer deposits 942 805
Othee e s 2,863 2,548
Total current liabilities 24.660 41.885
Commitments and contingencies (Note 10) - -
Deferred credits and other liabilitics
Net advances for construction 14,405 16,159
Postretircmem benefit obligation 455 525
Deferred investment tax credits 643 664
Deferred income taxes 41.732 37,558
Total deferred credits and other liabilities 57,235 54,906
Net contributions in 2id of construction 77306 74.531
$ 378.737 § 371.529
—————

The notes are an integral part of the consolidated financiol starements.
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Operating Tevenues

" Water sales’ .
Other utility opcrating revenuc
Non-utility operating revenue .

Opcrating expenses R
Utility operating expenses
Non-utility operating expenses:
Depreciation and amortization
Tares AR
Statc and federal income taxes
Current
Deferred
Property and other taxes

Operating income

Other income, net
Allowance for funds used during construction (AFUDC)
Miscellaneous

Income before interest charges .-

Interest charges

Net income applicable to common stock

Income per common share:
Basic
. Dilvtcd

Weighted average common shares cutstanding:
Basic
Diduted

Cash dividends per share of common stock

The noves are an integral part of the consolidated financial statements.

CONSOLIDATED STATEMENTS OF OPERATIONS
In thousands, except per share amounts

40

For the Ycar Ended Deccmber 31.

2011 2010 2009
57564 % 56,685 . 3 53,871
3302 297 2,208
4,204 5227 4,833
65,070 64,385 60,912
32,300 10,934 28,965

D048 3,780 3,403
7,410 7,032 6,556
106 850 16"
4,548 2132 4744
3,822 3,789 3483
51,334 50,617 47,267
' 13,736 14,268 13,645
D163 W3 413
136 464 422
299 I 835
14,035 14,915 14,480
7,289 7,295 . 721%
6746 $ 7620 © § 7,262
083 % 1018 Y
0.83 . §- 100§ 0.97
8,122 7,557 7454
8,160 1,618 X153
0.7626 - § 0759 § - 0.7225
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CONSOLIDATED STATEMENTS OF CASH FLOWS

In thousands

CASH FLOWS FROM OPERATING ACTIVITIES

Adjustments 10 reconcile net income te net cash prnwded by upcraung acuvmes
Degreciation and amortization
Defemed income taxes, net
Stock compensation -
AFUDC, equity pon.iun

Changes m agsets and llahllmcs
Accounis receivable, net of allowance for doubtful aceounts
Unbilled operating revenues
Materials and supplies
Prcpaid property laxes
Prepaid expenses and other
Other deferred asscts
- Regulatory asscts
Accounts payable
Accrued expenses
Accrued interest
Customer deposits and other, net
Postretirement benefit obligation
NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS USED IN INVESTING ACTIVITIES
Capiltal expenditures (net of AFUDC, cquity portion)
Proceeds from sale of asscis

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Net (repaymentsiborrowings under lines of credit agrecments '~
{Dccreasce) increase in overdrafl payable
Net advances and contributions in aid of construction
Change in deferred debt issuance costs
Netp ds from i of
Dividends paid
Issuance of long-lerm debt
Principal repayments of long-term debt

NET CASH (USED IN)PROVIDED BY FINANCING ACTIVITIES

stock .

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS -

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR .

Supplemental Disclosures of Cash Flow Information:
Liility plant received as construction advances and contributions

Contractual amounts of contrib in aid of fuded in receivabie

ion dus from develop

Contractual amounts of contributions in aid of construction received from developers included in accounts receivable

41

For the Year Ended December 31,

2011 2010 2009

EE SRR % 1 7628 § 7,262
7410 7,032 6,556

4,466 3,480 4,600

120 111 98

(100) iy (27

158 2% (663

(22) (96) 79

237) (26) (73

(33) (38) (103)

T L0, (1,336) (813)

(254) (a1 (159)

{124} ) 45

(617) (295) (860)

127 1,441 (2.189)

34 (172) 110
. 451 603 S8

(70 212) {75)
19,222 18,178 13,562
'(1'5.137) (19,703) (17.576)

. 55 61 D43

(15,732) (19,642} (17,533)

(17,331)° 3948 4837 -

375 (286) 251

1,646 2,179 1,854

72 6 114

17,176, 1,918 1,399

6,191) (567 (5.319)

3,195 - — —_

(1,544) (949) (1,516}

(3,358) 1,159 1,551

132 (295) 2.420)

179 474 2,894

b 311 179§ 474
$ 706 376 % 343
s 627 509§ 578
$ 630 § —

509
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In thousands

Suppiemental Disciosures of Cash Flow Information:

Inicrest paid .
Income taxcs paid

CONSOLIDATED STATEMENTS OF CASH FLOWS CONTINUED
For the Year Ended Decetnber 31,

J

2011 2010 2009
3 7255 § 7467 % 7.107
5 k) 1942 % 350
et

The notes are an integral part of the consclidated firancial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY
In thousands
Common Shares

Outstanding Common Shares
Class A Non- Outstanding Class 51 Par Value Class $1 Par Value Class Additional Paid-in
Voting (1131 (4) B Voting 2 A Non-Voling B Voling Capital Retained Earnings Total
Balance a5 of Decembier 31,2008 7 6519 o 882 % 651908 T w28 66,699 8.0 13 s 87,794
Netincome 0 v — - T o — R U T.262 7262
Cash dividends declared T L
Commenstock . T T © o . - o . — Dl T e (3,37 {5,379
Issuance of commeon stock
" ‘Dividend reinvestment plan > - © 19 . . T RS g Do e e g . - 308
Employee stock options and
awards() 65 . 65 o 72 837
Employes Retirement Plan)’ : T = L e L S| L — R %
Balance as of December 31, 2009 6625 ] 382§ 6625 § 882§ 6809 § 15577 § 91,174
Net income - e .- - — 7,620 7,620
Cash dividends declared . - S R o e e B
Common stock e - - - - - Gom (567
Issuance of commeon stock - - Lo T S e sl T e e
Dividend reinvestment plan 18 o 18 - 328
. Employec steck optionsand vt o : S R
awatdsi® .. T BT SN - S, R SRR 1| o — T L3R
Employee Retirement Plane 21 e 21 s — 379
Balance as of Decémber 31, 2010 - 6,755 - 882 08 6755 '§ I S 69,982 '§ co 135207 8-t 95,146
Netincome - S Cew : — e e Ll e A SRR /T 1
Cash dividends declared o ) L o
Common stock ~ * ~ - R - : Coe o T 6,191) T(6,191)
Issuance of commen stock
Stock issuance - B8R . o - " BB - DEDERRRT - T : - 15,634
Dividend reinvestment plan n - 21 — 373 - 394
Employee stock options and o Cat T o I R SOt R
awards#} 25 o - TR 3 R Lo 543 - 568
Employee Retirement Plant® 49 — 40 - 660 - 100
Balance as of December 31, . . . s R R GO B ]
2081 1,729 o 882 S - - TT29 0§ 0 . BS2 .8 8311 0§ 18,675 § 112,997

M 4r December 31, 2014, 2010, and 2009, Class A Common Stock had 13,000,000 shares authorized. For the same periods, shares issued were 7,753,730, 6,779.878 and 6,650,002,
respectively.

0 At December 31, 2011 2010, and 2009, Class B Common Stack had 1,040,000 shares authorized and 882,000 shares issued.

®) Artesign Resources Corporation registeted 560,000 shares of Class A Common Stock availuble for purchase through the Artesian Retirement Plan and the Artesian Supplemental
Retirement Plan.

9 Under the Equity Compensation Plan, effective May 25, 2005 Artesian Resources Corperation authorized up to 500,000 shares of Class A Common Stock for issuance of grants in forms aof
stock options, stock units, dividend equivalents and other stock-based awards, subject 10 adjustment in certain circumstances as discussed in the Plan.

The notes are an imtegral part of the consolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
NOTE I

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The audited consolidated financial staiements are presented in accordance with the requirements of Form 10-K and consequently include all the disclosures required in the consolidated financial
staternents included in the Company's annual report on Form 10-K-

As more fully di din Nete 11 Norhem Sessor Remonal Wagor Recveline Contploe, LLE, Anicsian Resources and Darin A. Lockwood, the owner of Noribem Sussex Regional Water Recycling
Camplex, LLC, or NSRWRC, signed a Conclusion and Termination Agreement on August 6, 2010. Consequently, effective August 6, 2010, NSRWRC was deconsolidated from the Company’s
consolidated financial statements. The Company is no longer the primary beneficiary of NSRWRC and NSRWRC no longer constitutes a variable interest entity, or VIE, as defined by Financial
Accounting Standards Boarg, or FASB, Accounting Standards Codification, or ASC, Topic 810.

Reclassification

Certain accounts in the prior ycar financial statements have been reclassified for comparative purposcs to conform with the presentation in the cutrent year financial statements. These reclassifications
had no elfect on net income or sieckholders' cquity.

Lieility Subsidiary Accounting

The accounting records of Artesian Waler Company, Inc., or Artesian Water, and Artesian Wastewater Management, Inc., or Artesian Wastewater, are maintained in accordance with the uniform sysiem
of accounts as prescribed by the Delaware Public Service Commission, or the DEPSC. The accounting records of Artesian Water Pennsylvania, Inc., or Aricsian Water Pennsylvania, are maintained in
accordance with the uniform system of accounts as prescribed by the Pennsylvania Public Utility Comemussion, or the PAPUC. The accounting records of Artesian Water Maryland, Inc., or Artesian
Water Maryland, and Artesian Wastewater Maryland, Inc., or Artesian Wastewater Maryland, are maintained in accordance with the uniform system of accounts as prescribed by the Maryland Public
Service Commission, of the MDPSC. All five subsidiaries follow the provisions of FASB ASC Topic 980, which provides guidance for companics in regulated industrics.

Urility Plant

All additions to plant are recorded &t cost. Cost includes direct Jabor, materials, and indirect charges for such items as iransportation, supervision, pension, and other [ringe benefits related to cmployees
engaged in construction activities. When depreciable units of utility plan1 arc retired, the cost of retired property, logether with any cost associaled with retirement and fess any salvage valuc or proceeds
received, is charged 10 accumulated depreciation. The rate scttlement discussed in ltem 1 -Busincss under the heading “Regulatory Matters™ authorizes that cffective January 1, 2012, any cosl asseciated
with retirement less any salvage value or proceeds received will be charged 1o a regulated retirement lability. This new approach will result in an approximately $1.2 million reclassification of utility plant
10 deforred credits and other liabilities ot our Consolidated Balance Sheet in our fiscal year 2012. Maintcnance, repairs, and replacement of minor items of plant are charged to expense as incurred.

In accordance with a rate order issued by the DEPSC. Artesian Water accrues an Allowance for Funds Uscd During Construction, or AFUDC. AFUDC, which represents the cost of funds devoted to
construction projects through the date the project is placed in service, is capitalized as pant of construction work in progress. The rate used for the AFUDC calculation is bascd on Artesian Water's
weighted average cost of debt and the rate of return on equity authorized by the DEPSC. The rate used 1o capitalize AFUDC in 2011, 2010, and 2009 was 8.2%, 7.9%, and 7.7%, respectively.
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Utility plant comprises:
In thousands

December 31,
Estimated Uscful
Life (In Years) 2011 2010
Utility plant at original cost
Utility plant in service-Water ) i
Intangible plapt S P DRI TR R T R IETT ST VT SE. SERUC ¥ |1
Source of supply plant . . . 45-85 17,247 o 16422
Pumping and waler Ireatment plant oL : ST L 382 593027 . . 57,168
Transmission and disteibution plant
Mains : o : RN T B 1 S 187,9931 . 0 182319
Services 39 30,918 28,770
Storage tanks o C s 76 i s )
Mewes 26 19918 17208
Hydramts ) ’ ST B | Al ('L IEEUERENEIIER 7 3
General plant . . . -3 . 44,857 42,645
Utility plan1 in service-Wastewater . o . .
Treatment and Disposal Plant : : . : o o ' S 3562 LLUI,248 0 T T 11,611
Collection Mains & Lifi Stations ) ) . 81 6,266 4,944
General plant C o ’ . e RIS 1 BT LIO7 - - e 01s L
Property held for future use I : . RS . . - SHEL BRI RS URDEEEINE & [y UL ENENEARR X |-
Construction work in progress -— 4,894 5,521
L Tl T o . 430407 00 o 414633
Less — accumulated depreciation 77.010 69,250
O E R : B o8 353,397 - % 345,383

Depreciation and Amortization

For financial reporting purposes, depreciation is recorded using the straight-line method st rates based on estimated economic uscful lives, which rangs from 3 to 35 years. Composite depreciation rates
for water utility plant were 2.22%, 2.18% and 2.25% far 2011, 2010 and 2009, respectively. In a rate order issued by the DEPSC, the Company was directed cffective January 1, 1998 to begin using revised
depreciation rates for utility plant. In rate orders issued by the DEPSC, Artcsian Water was directed, effective May 28, 1991 and August 25, 1992, to offsct depreciation recorded on utility plant by
depreciation on utility property funded by Contributions in Aid of Construction, or CIAC, and Advances for Construction, or Advances, Tespectively. This reduction in depreciation expense is also
applied to outstanding C1AC and Advances. Other deferred assets are amonized using the siraight-line method over applicable lives, which range from 2 to 40 years,

Regulatory Assets

FASB ASC Topic 980 stipulates gencrally accepted accounting principles for companies whose rates are established or subject to approvals by a third-party regulatory agency. Certain eXPCnses are
recoverable through rates charged 1o our customers, without a retum on invesiment, and are deferred and amortized during future periods using various methods as permitted by the Delaware Public
Scrvice Commission, or DEPSC, the MDPSC and the PAPUC. Depreciauon and salary study cxpenses are amorlized on a straight-line basis over a period of five ycars and two years for all olher expenses
related 1o Delaware rate proceedings and applications 10 increase rates. Other expenses related to Maryland rate praceedings and appiications 16 i rates are amorlized on a straight line basis over a
period of five years or until the nexi rate increase application. Artesian Water recognizes an offsetting regulatory asset with respect 1o its postretirement benefit obligation (see Note 9 to our Financial
Stalements for a description of the Company's Postretirement Benefit Plan). The deferred income taxes will be amortized over future years as the 1ax effects of temporary differences previously flowed
through to the customers reverse. Goodwill was recognized as a resull of the acquisition of Mountain Hill in August 2008 and is curremly being amortized on a straight-line basis over a period of fifly
years. Deferred acquisition and franchisc costs arc the result of due diligence costs related 1o the December 2011 purchase of water assets in Cecil County, Maryland and the November 2010 purchase of
the Port Deposit, Maryland water assets. Amortization of these deferred acquisition costs begin once the acquired assets are placed into service. The amortization of the Port Deposit acquisition began
itn November 2010 and the amortization of the Cecil County Acquisition egan in December 2011, and both will be amortized over a period of twenty years. The termination of the Asscl Purchase
Agrecments discussed m Item 1 - Business — Artesian Wastcwater Maryland resulted in an approximatcly $354,000 reclassification of deforred acquisition costs from regulatary assets on our
Consolidated Balance Shest to miscellancous other expense on our Consolidated Statement of Operations.
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Reg ¥ assets at Iy ber 31, net of amortization, comprise:
In thousands 20131 2010
Postreti benefit obligation . ... o R L $ 5678 ol 69
Deferred income taxes o . 506 o 521
Goedwitl : Co L e Ce S L - 348 T T 355
Deferred acquisitien and franchise costs ) 816 ) 1,008
Expense of rate and regulatory proceedings S - ’ 497 0 88

. $ 2,73 § 2610

Impairment or Disposal of Long-Lived Assets

Our long-lived assets consist primarily of utility plant in service and regulatory assets. A review of our long-lived assets is performed in accordance with the requirements of FASBE ASC Topi 360. In
addition, 1he regulatory asseis arc revicwed for the continued application of FASE ASC Topic 360. The review determines whether there have been changes in ciccumstances or evenis that have occurred
requiring adjustments 1o the carrying value of thesc assets. FASB ASC Topic 360 stiputates that adjustments to the carrying value of these assels would be made in instances where the inclusion in the
rale-making process is unlikely.

Other Deferred Assets
Debt issuance costs are amontized over the term of the related debt, which ranges from 10 to 30 years. The investment in Co-Bank, which is a cooperaiive bank. is related to certain outstanding First
Mortgage Bonds and is a required investment in (he bank based on the underlying long term debt agreements. A large portion of other deferred assets, approximately $0.4 mitlios, is in relation to the

Mountain Hill acquisition.

Other deferred asscts at December 31, net of amortization, comprise:

In thousands 2011 2010
Debt issuance cost . ’ . R . ’ [ J 2,228 5. T2300
Investment in Co-Bank 2.294 2,067
Other : SR S . U B : L 620 - 8%

b 5,142 % 5.02

Advances for Construcrion

Water mains, services and hydrants, or cash advances to reimburse Arlesian Water for its costs 1o consiruct water mains, scrvices and hydrants are contributed lo Artesian Water by customers, real
estate developers and builders in order to extend water service 1o their propertics. The value ol these contributions is recorded as Advances for Construclion. Ariesian Water makes refunds on thesc
advances aver a specific period of time based on operating revenues generated by the specific plant or as new customers are connected to the mains. After all refunds are madc, any remaining balance is
transferred to CIAC.

Contributions in Aid of Construction

CIAC includes the non-refundable portion of advances for construction and direct contributions of waler mains, services and bydrants, and wastewater treatment facilities and collection systems, or cash
to reimburse our water and wasiewater divisions for ¢os1s 10 consiract water mains, services and hydrants, and wastewaler treatment and disposal plant.
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Income Taxes

Deferred income taxes are provided in accordance with FASB ASC Topic 740 on all differences between the tax basis of assets and liabilities and the amounts at which they are carried in the consolidated
financial siatcments bascd on the cnacted tax rates expected to be in effect when such temperary differences are expeeted to reverse. Under FASB ASC Topic 740, the Company analyzed its various tax
positions and determined that no further entry, recognition or derecognition was required. The Company would recognize, if applicable, interest accrued and penalties related 10 unrecognized tax benefits
in interest cxpense and in accordance with the regulations of the jurisdictions involved.

The Tax Reform Act of 1986 mandated that Advances and CIAC received subsequent to December 31, 1986, generally are taxable income. The 1996 Tax Act provided an exclusion frem 1axable income for
CIAC and Advances received after June 12, 1996 by our utilities except fer certain contributions for large services that are not included in rate base for rate-making purposes.

Investment tax credits were deferred through 1986 and are recognized as a reduction of deferred income tax expense over the estimated economic useful lives of the related assets.
Stock Compensation Plans

On May 25, 2005, the Compatry’'s sieckholders approved a new Equity Compensation Plan, which autharizes up 10 500,000 shares of Class A Nen-Yoting Common Stock, or Clags A Stock, for issuance,
refemed 1¢ as the 2005 Eguity Compensation Plan, or the Plan. Since May 25, 2005, no additional granis have been made under the Company’s other stock-based compensation plans that were previously
available. The Company accounts for stock options issued after January 1, 2006 under FASE ASC Topic 718. Compensation costs in the amount of $120,000, $111,000 and $98,009 for awards and options
granted in 2011, 2010 and 2009 respectively, were determined based on the fair value at the grant dales and those costs are being charged to income over the service peried associated with the
grants. The $98,000 in 2009 was the amount amontized for stock options awarded in 2009 and 2008. The $111,000 in 2010 was the amount amortized for stock options awarded in 2010 and 2009. The
$120.000 in 2011 was the amount amortized for stock options awarded in 2011 and 2010,

There was no stock compensation cost capitalized as pari of an asset.

The (air value of cach option grant is cstimated using the Black-Scholes-Merton option pricing model with the following weighted-average assumptions used for grants issued in 2011, 2010 and 2009
under the 2005 Equity Comp uon Plan (Sce Note 87 Stuck Corppensation Plans™).

2011 2010 2009
Dividend Yield o T a0 % CA2 % Lo 4s %
Expected Volatility 25 o 27 26
Risk Free Interest Rate . . 12 % : 338 % o 281 %

Expecied Term 836 ycars ) . B97 years 7.06 years

The expected dividend yield was based on a 12 menth ralling average of the Company’s current dividend yield. The expected voiatility is the standard deviation of the changg in the natural logarithm of
the stock pricc (cxpressed as an annual rate) for the cxpected term shown above. The cxpected term was bascd on hisleric exercise patierns for similar grants. The risk free intercst rate is the 7-year
Treasury Constant Maturity rate as of the date of the grants for 2008 and 10-year Treasury Constant Maturity rate as of the daic of the 2010 and 2011 granis.

Shargs of Class A Stock have been reserved for fulure issuance under the 2005 Equity Compensation Plan.

Revenue Recognition and Unbilled Revenues

Water service revenue for financial stalement purpeses includes amounis billed to customers on a quarterly or montiily cycle basis, depending on class of customer, and unbilled amounts based upon

estimated usage from the daie of the last meter reading 10 the end of the accounting period. As actual usage amounts are received, adjusiments are made 10 the unbilled estimates in the next billing cycle
based on the actual results.
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Non-utility aperating revenue is primarily derived from the design, construction and operation of contract water and wastcwater projects. The Company recognizes non-utility operating revenug ratably
over the service peried with markup for overhead and profit. The Company records contract monthly fees for non-utility operating revenue when billed te the customer.

Other operating revenuc includes waslewaler service revenue derived from monthly fixed fees billed 1o customers, and which is recorded when billed, Service line protection plan revenues are secognized
on an accrual basis.

Aecounts Receivable

Accounts reccivable are recorded at the invoiced amounts. The allowance for doubtful accounts is the Company's beost cstimate of the amount of probable credit losses in our cxisting accounts
receivable. The Company reviews the allowance for doubtful accounts on a quarterly basis. Account balances arc written off against the allowance when it is probable the receivable will not be
recovered, The allowance for doubtful accounts was $0.2 million at December 31, 2011 and December 31, 2010. The carresponding expense for the year ended December 31, 2011 and 2010 was $0.3 million

and $0.4 million, respectively. The following table summarizes the changes in the Company’s accounts reccivable balance:

DEC(:_I"I;IPET 31,

In thousands 2611 2010 2009
Customer accounts receivable — water B L o . E ] 3390 % A 3,161 b N 1,039
Other 1,823 2,163 2.608
R o R 5,213 S 5324 o T 5,647
Less allowance for doubtful accounts 216 230 142
Nct accounts receivable : o oL . T ] 4,997 § 5004 S 5,568

The activities in the allowance for doubtful accounts are as follows:

December 31,
In thousands 2011 2010 2009
Beginning balance ) o . : [ . 230§ M8 106
Allowance adjustmenis . . 262 370 _ 291
Recoveries - : . . o : - 111 ’ i ] . 4
Write off of uncollectible accounts (387) (360) 329)
Ending balance - : i . B R . AR | 26§ - ks 142 .

Cash and Cash Equivalents

For purposes of the Consolidated Statement of Cash Flows, Arlesian Resources considers ail temporary cash invesimenis with an original maturity of thrce months or less 1o be cash
equivalents. Ariesian Resource’s and its subsidiaries utilize their bank's zere bal dist 1l service to reduce the use of their lines of credit by funding checks as they are presented 10 the
bank for payment rather than at issuance. 1€ the checks currently outstanding, but not yet funded, exceed the cash balance on our books, the nct liability 1s recorded as a current liability on the
consclidaled balance sheet in the Overdrafi Payable account.

Use of Estimates in the Preparation of C lidated Financial S

The consalidated financial stalements were prepared in conformity with generally accepted accounting principles in the U.S., which require management to make eslimates about the reported ameunts of
assels and liabilities inctuding unbilled revenues, reserve for a portion of revenues received under lemporary rates and jatory asset recovery and contingent asseis and liabilitics at the date of the
consolidated financial statements and the reported amounts of revenues and expenses during the reposting period.  Actual resuits could differ from management's estimate.
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NOTE 2

FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate the fair value of each class of financial instruments for which it is practicable to estimatc that value.

Current Assets and Liabilities

For those current assets and liabilitics that are considercd financial instruments, the cartying amounts approximate fair value because of the short maturity of those instruments.
Long-term Financial Liabilities

The fair valuc of Aricsian Resources' long-term debt as of December 31, 2011 and D ber 31, 2010, d incd by di ing their future cash flows using current market interest rates on similar
instruments with comparable maturities as guided under FASB ASC 825 are shown below:

Ir thousands Dccember 31,
o o 2011 2010
Carrying amount ’ RNt : B : SOE 0828 8 C 106,606

Eslimated fair value . o . 127812 113,150

The fair value of Advances for Construction cannot be reasonably estimated due fo the inability to accurately estimate the timing and amounts of future refunds expected to be paid over the lifc of the
contracts. Refund payments are based on the water sales 10 new customers in the particular development constructed. The fair value of Advances for Construction would be less than the carrying
amount because these financial instruments are nen-interest bearing.

NOTE 3
INCOME TAXES
Deferred income taxes reflect iemporary differences between the valuation of assets and liabilities for financial and tax reporting.

As of December 31, 2011, Artesian Resources has federal net operating loss carry-forwards aggregating approximately $6.6 million, which will expire if unused by 2031. As of December 31, 2011, Artesian
Resources has separate company state nct operaling loss carry-forwards aggregating approximately $15.9 million. These nel operating loss carry-forwards will expire if unused between 2024 and
2031, Artesian Resources has recorded a valuation allowance 1o reflect the estimated amount of deferred tax assets that may not be realized due to the expiration of the stale net operating loss carry-
forwards. Management beligves that it is more likely than not that the Company will realize the benefits of these net deferred 1ax assets. The valuation allowance increased frem approximately $45,000 in
2010 1o approximatefy 553,000 in 2011.

At December 31, 2011, for federal income tax purposes, there were alternative minimum tax credit carry-forwards aggregating $3.7 million resulting ffom the payment of alternative minimum tax in current
and prior ycars, These aliernative minimum tax credit carry-forwards may be carried forward indefinitely to offset future regular federal income taxes.

Under FASB ASC Topic 740, an uncertain 1ax position représents our expected treatment of 2 tax position 1aken, or planned to be taken in the future, that has not been reflected in measuring income tax
expense for financial reporting purposes. As a resull of our review of our tax positions, we determined that we had no material uncertain tax positions. The Company would recognize, if applicable,
interest accrucd and penaltics related 1o unrecognized tax benefits in interest expense and in accordance with the regulations of the jurisdictions involved. There were no such interest and penaly
charges for the years ended December 31, 2011 or December 31, 2010. The Company remains subject to examination by state authorities for tax years 2008 through 2011 and by federal authorities for the
1ax years 2009 through 2011. During the second quarter of 2010, the Internal Revenue Service, or IRS, conducied an cxamination of the Company’s Federal income tax returns for 2007 and 2008. The IRS
has proposed no changes 10 the 2007 consolidated corporate income tax return, The IRS made changes to the 1ax depreciation expense, which is related 10 the bonus depreciation calculation, on the 2008
consolidated corporate income tax return in the amount of approximately 51.9 million. This change does not constitule a disallowance of a deduction, but only a deferral of such deduction. The
depteciation expense will be taken in subscquent years over the remaining tax lives of the applicabie asscis. This adjustment reduees the Net Operating Loss generated in 2008 by the same amount. The
Company agrecs with this change.
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Components of Income Tax Expense
In thousands
State incometaxes -~ -
Curren
Drefesred o
Total statg income 12X eXpense

Federal income taxes

Current
Deferred

Total federal income tax expense

Reconciliation of effective tax rate:
In thousands

Reconciliation of effective tax rale
Income before federal and state income taxes

Amount computed al statutory -

ratle

Reconciling items L
State income tax-net of federal tax benefit
Other

Total income tax expense and cffcctive_mte'

For the Yecar Ended Decomber 31,

2011 . 2016 2009
106 3 127§ 64
..... 994 - 934 296
1,100 § 111 $ 1,060
........ For the Year Ended Dct.:cmbcr 31,
2011 i 2010 2609
-3 823§ 52
3,554 23148 3,748
3554 % 3971 % 3.800
For the Ycar Ended December 31,
2011 2011 110 2010 2009 2009
Amount Percent Amount Pereent Amount Percent
11,401%. 160.0 12,102% wos  § o 12,153% 100.0
3,876. 30 a3 E) RTE S 340
T ‘6.2 726 57 - 683 56"
67 0.6 37 0.3 45 0.4
4.654% . - 40.8 5,082% 400 § 4@% 40.0
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Deferred income taxes at December 31, 2011, 2010, and 2009 were comprised of the following:

For the Year Ended December 31,
In thousands 2011 2010 2009
Deferred tax assets related to: .
Federal alternative minimum tax credit carry-forwards, " 20 L C A 5 36887 8 o 3715 U8 257
Federal and slaic operaling loss camry-forwards . . 3,077 2,521 4,899
Bad debt allowance - - - Do . . : R . 127 s EERY & PEET - 97
VYaluation allowance . - 583 o )] an
Stock opuioms 1 I s R : S 251 S e —_
Other S _ 344 196 214
Total deferred tax assets T S BT - C A ¥ L 657908 - 1720
]
Deferred tax liabilities reluted to: PR e e e BRI . o e T SRR
Property plant and cquipment basis difTerences s (485,681) §  (43767) § “1,410)
Exp of rate p dings : T L . S 144 o s o
Property taxes ) (494) o (470) (486)
Other. P : Co S A ’ BT {619 - - i (AR e s (49)°
Total deferred tax liabilitics s {49.938) § {44,596} % (42,236)
Net deferred tax Hability - - S BT T $ "('42',504}._.3.'.'. CC (38017) 0§ (34.516)
Deferved taxes, which are classified into & net current and non-current balance, are pr tin the bal sheet a5 follows: CLnr
Current deferred tax lability - PP I By N @59y 8 ey
Nen-curent deferred tax liability (41,732) (37,558) (34077)
Net deferred tax Lsbility . R : . s (42,504) 'S P (3R0IT) § _(34.516)
Schedule of Valuatien Allowance
Additions
Balance at
Beginning Of Charged 10 Costs Balance at End of
Period and Expenses Deduclions Period
In thousands
Classification
For the Year Ended December 31,201« .. . . . R L N S
Vabaation allowance for deferred tax assets o IR e I ORI R - 3 53
For the Year Ended December 31, 2010
Valuation allowance for deferred tax assets $ T s B -~ % 45
For the Year Ended December 31, 2009 ' Kt L S .
Valuation allowance for deferred 1ax assets . . . . L il co N - % 34 3 37
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NOTE 4

PREFERRED STOCK '

As of December 31, 2011 and 2019, Artesian Resources had no preférred stock outstanding. Artesian Resources has 100,000 shares of $1.00 par valuc Series Preferred stock authorized but unissued.
NOTE S
COMMON STOCK AND ADDITIONAL PAID-IN CAPITAL

The Class A Nen-Voting Common Stock, or Class A Stock, of Artesian Resources trades on the NASDAQ Global Select Market under the symbol ARTNA. The Class B Commaon Stack, or Class B Stock,
of Artesian Resources trades on the NASDAQ's OTC Bulletin Board under the symbol ARTNB. The rights of the holders of the Class A Stock and the Class B Stock are identical, except with respect to
vating.

Under Ariesian Resources’ dividend reinvestment plan, which aliows for reinvestment of cash dividends and optional cash payments. stockhelders werc issued 21,233, 18,082 and 19,277 shares at [air
market value for the investment of $395,000, $328,000, and $308,000 of their monies in the years 2011, 2010, and 2009, respectively.

NOTE 6
DEBT

At December 31, 2011, Artesian Resources had a $40 million line of credit with Citizens Bank, or Citizeas, which is available to all subsidiarics of Artesian Resources. As of December 31, 201, there was
$28.3 million of available funds under this linc of credit. The interest rate for borrowings under this line is the London Inicrbank Offered Rate, or LIBOR. plus [.00%, This isa demand line of credit and
therefore the financial institution may demand payment for any outstanding amounts at any time. The tcrm of this line of credit cxpires on the earlier of May 31, 2012 or any date oh which Citizens
demands payment.

At Decembsr 31, 2011, Arlesian Water had a $20 million line of credit with CoBank, ACE, or CoBank, that allows for the financing of operaticns for Afiesian Water, with up 10 $10 million of this linc
available for the operations of Ariesian Water Maryland. As of December 31, 2011, there were no barrowings under this line of credit. The interest rate for borrowings under this line is LIBOR plus
1.50%. The term ol this line of credit expires on January 16, 2013.

On July 20, 2011, the Company completed the salc of 804,290 shares of its Class A Stock. The net proceeds (afler deducting underwriting discounts and commissiens and offering cxpenses) of
approximately $14.1 million were used 10 fund a paid-in capital contribution in the same amount to Artesian Water. Artosian Water used the paid-in eapital contribution to repay short-term borrowings
{including borrowings incurred under our line of credit with Citizens that is available te all of our subsidiaries) ingurred primarily 1o finance expenses associated with its construction program, including
invesiment in utitity plant and cquipment, and to fund capilal cxpenditures and other general cotporale purposes.

On August 15, 2011, the Company cempleied the sale of an additional 84,000 shares of ils Class A Bteck, in accordance with the option granted to the underwrilers to cover over-allotments associated
with our July 2011 stock offcring. The net proceeds of approximately $1.5 million were used 1o fund a paid-in capital contribution in the same amount to Artesian Water as noted above,

Pursuant to the Termination Agrecment between Artesian Resources and Darin A. Lockwood signed on August 6, 2010, Artesian Resources purchased the 75-acre parcel ol land, previously purchased
by Darin A. Lockwood on July 1, 2008, for the operation of the wastewater facility known as the Northern Sussex Regional Water Recharge Complex, or NSRWRC. The Company purchased the land (with
& carrying value of $5.2 million) and all engineering and design werk (with a carrying value of $2.7 million) by paying off the 7.2 million remaining balance of the NSRWRC's construction loan with a
financial institution secured by 1he 75-acre parcel that was previously guaranteed by the Compary. There is no other security pledged for the 75-acre parcel of land.
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Long-terin debt consists of:

December 31,
in thousands 2011 2014
First mortgage bends
Series O, 8.17%, due December 29, 2020 - Lt Crinnoa s 20,000 § 20,000
Series P, 6.58%, due Janaary 31,2018 T T 25,000 25,000
Series Q, 4.75%, due December 1; 2043 15,400 15,400
Serics R, 5.96%, due December 31, 2028 25,000 25,000
Series 8, 6.73%, due December 31,2033 .- .o o T e 13,200 13,800
98,600 99,200
State rcvﬁlving fund loans .
4.48%, duc August 1, 2021 2,624 2,827
3.57%, due September [, 20230 - LD 1,61¢ 1,976
3.64%., due May I, 2025 1,667 1,761
341%, due Febraary [, 2031 - & Tt T e T T T T DT T e 2,993 581
3.40%, due July t, 2032 783
P 97T 6,245
Notes Payable’ Ceedes TR R L AT e e T
Promissory Note, variable interest, duc August 1, 2012 580 1,161
T T T e B T e O S 580 . 1,161
Sub-total Caesast 106,606
Less: current zﬁaiurili&_» (p:.'in.cip.)al arrgét_ml). B .l.'.’l.S 1,545
Total long-term debt $ 106539 § 105,061
Payments of principal amounts due during the next five years and thereafter:
In thousands o w12 2013 2014 2015 2016 Thereafter
First Mortgage bonds." . " : -8 [ R 600 600§ L 00 8. . 600 8 Tl 95,600
State revolving fund loans 538 535 556 578 601 6,269
Notes Payable . . 580 [ - Lt —_ s —
Total payments $ 1,718 § 1,135 1,156 § 1,178 ¢ 1,201 $ 10,869
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NOTEY
NON-UTILITY OPERATING REVENUE AND EXPENSES

Non-utility operating revenue consisted of $1.9 million, $3.0 million, and $3.0 million recognized by Artesian Utility in 2011, 2010 and 2009, respectively. Tn addition, $2.1 million, $1.7 miliion and $1.3 millien
was from Artesian Resources® walcr and sewer Sérvice Line Protection Plans in 2011, 2010 and 2009, respectively. The Service Line Protection Plans provide coverage for all material and laber required to
repair or replace participants’ leaking water and leaking or clogged sewer service lings up 10 an annual jimit. An additional $175.000, $539.000 and $496,000 in revenue was recognized in 2011, 2410 and
2009, respectively, from Artesian Consulting Engineers for design and engincering services to developers for residential and commercial development. As 2 result of the decline in new heusing and
development due to the economic downturn, the need for development and architectural scrvices has remained depressed. Therefore, in April 2011, management decided 1o reduce staffing levels and
reorganize the business. Artesian Consulting Engincers will no longer provide development and architectural services to outside third parties. Artesian Consulting Engineers will continue 10 work with
existing clicnts on projects already in progress for engineering services until those projects are complete. Arlesian will continue 1o provide design and engineering contract scrvices through our Anesian
Utility subsidiary.

Non-utility operating expenses are as follows:

In thousands 2011 2010 2009
Artesian Utlity : : ) S : . : SRR LSRN 1< BES S  | B 2,208
Artesian Development . . 39 24 —
Ariesian Resources . S DT - L o 993 . 847 660
Artesian Consulting Enginecrs ) . 293 598 ) 435
Fotal ) ’ ) L o 5 3148 $ 3780 3 3403
NOTES®
STOCK COMPENSATION PLANS

In 1992, the Company institicd the 1992 Non-Quaiified Stock Oplion Plan, which was subsequently amended in 1998. The number of authorized shares was 375,000. Options to purchase shates of Class
A Stock were granted to employees and dircctors of the Company, Employces wha were not executive officers or directors were eligible to receive options priced al not less than 85% of the fair market
value on the date of grant, option prices fot directors and officers of the Company was 0% of the fair market value. Effective May 25, 2003, no additional grants have been made from this plan.

Inn 1996, the Company instituted the Incentive Stock Optien Plan under which the Company was authorized to grant options up to 150,000 shares of Class A Stock to its key employees and
officers. Options were granted at the fair market value on the datc of grant. The Company accelerated vesting for certain incentive stock aptians held by officers and dircclors in antigipation of FASB
ASC Topic 718. which applics 1¢ stock options issued afier January 1, 2006, Effective May 25, 2005, no additional grants have been made from this plan.

On May 25, 2005, the Company adopted the 2005 Equity Compcnsation Plan, or the Pla. The Plan provides that grants may be in any of the following forms: incentive stock options, nenqualified stock
aptions, stack units, stock awards, dividend equivalents and other stock-based awards. The Plan is administered and interpreicd by the Compensation Committec of the Board of Directors. or the
Commitiee. The Committee has the autherity to determine the individuals 1o whom grants will be made under the Plan, determine the type, size and terms of the grants, determine the time when grants will
be made and the duration of any applicable cxercise or restriction period (subject ta the limitations of the Plan) and deal with any other matters arising under the Plan. The Committee presently consists of
three directors, cach of whom is a non-employce dircclor of the Company. Adl of the employces of the Company and its subsidiarics are eligible for grants under the Plan. Noo-cmplayec directors of the
Company are also eligible o receive grants under the Plan.
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The follewing summary reflects changes in the shares of Class A Stock under opticn:

2011 Weighted 2010 Weighted 2009 Weighted
Average Exercise Average Excreise Avcrage Exercise
2011 Shares Price 201¢ Shares Price 2009 Shares Price
Plan options .
Outstanding al beginning of year . . LTI AT 4408000 V8. . ITI8 - T 497,889 %I IITUHSGL S 530821 8 15.14
Granted 33,750 19.06 o 33750 18.61 13,750 15.26
Exercised ) R @45 11.87 U (90839):. .. . 1075 - - - (65,i32) 9.48
Expired - (1.650} 933
Outstanding at end of ycar S 450,000 0 % {7.61 s 440,800 % 0 . 01118 49788% § 1591
Options cxcrcisable at year end S d162500 8 - 1749 : 4070507 § 0T U 1106 464,139 § S 1595 ¢

The fair value per share of options granied during 2011, 2010, and 2009 were $3.50, $3.73 and $2.56 respectively, as estimated using the Black-Scholes Merton oplion pricing model. The total intrinsic
value of options exercised ducing 2011, 2010 and 2009 were $167,000, $700,000 and $427,000, respectively. There were no fully vested shares granted during 2011. During 2011, we received $292,800 in
cash from the exercise of options, with a $66,000 tax benefit realized during the period.

The following tables summarize information about employee and director stock options outstanding at December 31, 2011:

Optiens Outstanding
Range of Excrcisc Price Shares Outstanding at December 31, 2011 Weighted Average Remaining Life Weighted Average Exercise Price Aggregate Intrinsic Value
$12.40 - 518.44 M6 LT - 333Veans B Al A
$18.45-%21.12 234,000 5.60 Years $19.60 $7.425
Optiens Exercisable
Range of Exercise Price Sharcs Excrcisable at December 31, 2011 Weighted Average Remaining Life  Weigined Average Exercise Price
$12.40-518.44 216,000 ST ©333Years . $1545 - " $729.844 ;
$18.45-821.12 200,250 4.96 Years $19.69 $7,425 ‘

As of December 31, 2011, there was $44.000 of 10tal unrecognized expense related 1o non-vested option shares granted under the Plan. The cost will be recognized over the remaining 0.4 years vesting
peried of the unvested opiians.

NOTES

EMPLOYEE BENEFIT PLANS

401 (k) Plan

Arlesian Resources has a defined contribution 401(k) Salary Deduction Plan, or the 401(k} Plan, which covers substantially ail employces. Under the terms of the 401(k) Plan, Artcsian Resources
contributed 2% of eligible salaries and wages and matched employee contributions up to 6% of gross pay at a rate of 50%. Arlesian Resources may, at its option, make additional contributions of up to

3% of cligible salaries and wages. No such additional comributions were made in 2011, 2010 and 2009. The 401(k) Plan cxpenses, which include Company contributicns and admisnistrative fees, for the
years 2011, 2010 and 2009, were approximately $719,000, $681,000, and $618,000, respectively.
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Supplemental Pension Plan

Effective October 1, 1994, Artesian Water established a Supplemental Pension Plan, or the Supplemental Plan, to provide additional retirement benefits to full-time employees hired prior to April 26,
1994. The Supplemental Plan is a defined contribution plan that cnables employees 1o save for future retirce medical costs, which will be paid by employees. The Suppl 1 Plan plishes this
objective by providing additional cash resources 1o cmployces upon a termination of employment or retirement, 1o meet the cost of future medical expenses. Ariesian Water has cstablished a contribution
based upon each employce’s years of service ranging from 2% to 6% of cligible salaries and wages. Artesian Water also provides additional benefits to individuals who were over age 50 as of January 1,
1994. Thesc individuals are refetred to as the Transition Group. Effective November 1, 1994, individuals eligible for the Transition Group had the opportunity to defer comp ion to the Suppl L
Plan, and 1o receive a transition malching contribution for 5 years. Each one-dollar of cligible salaries and wages deferred by the Transition Group was matched with three, four, or five dollass by Artesian
Water basced on the employece's years of service subject 1o cerisin limitations under the federal 1ax rules. Plan expenses, which include Company contributions and administrative fees, for the years 2011,
2010 and 2009, were approximatcly $264,000, 5263,000, and $268,000, respectively.

Postretirement Benefit Plan

Artesian Waler has a Postretirement Benefit Plan, or the Benefit Plan, which provides medical and life insurance benefits to certain retired employees. Prior 1o the amendment of the Benefit Plan,
substantially al! employees could become cligible for these benefits if they reached retirement age while still working for Artesian Water. The amendment excludes any curreni employees from becoming
eligible for these benefits upon retirement,

FASB ASC Topic 715 stipulates that Aricsian Waler accrue the expected cost of providing postretirement health care and life insurance bengfits as employces render the services necessary 1o eam the
benefits. Artesian Waler recognizes an offsetting regulatory assct with respect to its post retirement liability. This assct is recorded based on the DEPSC crder, which permits Artesian Water to continue
recavery of postretirement health carc and life insurange expense on a pay-as-you-go basis for the remaining cligible cmployees. Further, expenses recovery as a percentage of rates is cxpected 1o remain
gencrally constant over the initial years, and then decline until the obligation is liquidated. The amounts recognized in conselidated financial statements are determined based on an actuarial basis, which
uscs assumptions about inflation, mortality, medical trend ratcs and discount rates. A change in these assumptions could cause actual results 1o differ from those reporied. Amounts charged to expense
were $112,600, $115,000, and $114,800 for 2011, 2010 and 2009, respectively.

The Company uscs December 31 as the measurement date o delermine the postretivement benefit obligation. According 10 our aciuarial report, the funded status of our defined benefit posirelirement

plan was cafculated contemplating FASB ASC Topic 715 and the ebligation is recorded al that amount. There was no other comprehensive income impa¢1 because we record a regulatory asset as
provided by FASB ASC Topic 980. Additional disclasures required for our postretiremnent bengfit obligation arc presented below.
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Benefit Obligations and Funded Status
In thousands

Change in Accumulated Postretirement Benefit Obligation
Accumulated Postretirement Benefit Obligation at the Beginning of the Year
Service Cost
Interest Cost
Actuarial {Gaim} or Loss
Benefits Paid
Plan Pamupant s Contributions
- Actumalated Postretirement Benefit Obligation st the End of the Year
Changc inPlan Assets o
. Fair Value of Plan Assets af the Beginning of the Year' ™ '~
Benefits Paid
" Employer Comtributions =~ ¢ ¥ 50
Plan Participant's Contributions
. Fair Value of Assets at the End of the Year. - "~ ~
Net Amount Recognized
Funded Status
Unrecognized Transition Obhgaunn Asset
Unrécognized Net Gain orLoss -
Net Amount Recognized:
Amousits Recognized in the Statement of Financial Position
Accrued Benefit Liability-Cuevent
*" Accrued Benefit Liability-Noncurrent
Net Amount Recognized
Weighled Average Assumptions at the End of the Year
Discount Rate
Assumed Health Care Cost Trend Rates

Health Care Cost Trend Rate Assumcﬂ for cht Year
Uhimate Ratg.

Y ear that the Ultimate Rate is Reached

Impact of One-Percentage-Point Change in Assumed Health Care Cost Trend Rates

"Effcct on Service Cost & Tnterest Cost
Effect on Postretirement Benefit Obligation
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Year Ended
Dccchchl
2011 2010
............ $ 678 - § 785
..... 3 " :4 .
123 (40
(117) (i)
5 4
723" 618
""" 1 {i15)
""" 112 HI1:;
E] 4
(123) 678
Bt %
39 )5 -
o) @D
""""" 12 (12
(455) (525}
1 (567) % L (_637]
Tasov 5.50%
T r00% 700%
........ 3.50% - 4.50%
2015 2014
locrease Decrease
s [ H
$ 7§ 25
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Contributions
Artcsian Water expects 1o contribute $111,500 to its postretirement benefit plan in 2012,
The following table represents the approximate annual benefits expected to be paid for the years cnded Decomber 31:

In thousands Other Bencfits

2012 L ) Lo . o T - - $- 112
2013 o ) 105
2014 . - - . ) I _ . o
2015 _ 87
2016 S e - : . I . 4
2017 through 2020 250

NOTYE 10
COMMITMENTS AND CONTINGENCIES
Leases

In Oclober 1997, Artcsian Water entefed e a 33-year operating lease for a parcel of land with improvements located in South Bethany, a municipality in Sussex County, Delaware. The annual lcase
payments increase cach year by the most recent increase in the Consumer Price Indcx for Urban Workers, CPI-U, as published by the U.S. Depariment of Labor, Bureau of Labor Statistics. At cach
eleventh year of the lease term, the annual leasc payment shall be determined based on the fair market value of the parcel of land. Remal payments for 2011, 2010 and 2009 werc $15,300, $12,700, and
$12.600, respectively. The future minimumn rental payment as disclosed in the following table is calculated using CPJ-U as of October 31, 2011 a5 well as any adjustments for appraisals conducied 1o
determine the fair market value of the parcel of tand.

During 2003, Ariesian Resources enlered into a 40-year easement agrcement 10 acquifé an easement to access, operate, maintain, repair, improve, replace and connect Arlesian’s water sysiem 1o a well,
including a parcel of land around the well. Easement payments for 2011, 2010 and 2009 were $31,200, $30,000 and $29,000, respectively.

In Oclaber 2006, Artesian Water enicred into a 3-year contract for office space Jocated in Sussex County, Delawars, In October 2009 the contract ierm was extended for an additional year and therefore
ended in Octaber 2010. Rent payments for 2010 and 2009 were 340,000 and 348,600, respectively.

Artesian Wastewater entercd into a perpetual agreernent for the use of approximately 460 acres of land in Sussex Counsy, Delaware for wastewater disposal. Beginning January 2007, Artesian Wastewater
is required 1o pay a minimum of $40,000 per year for the use of this land. Once disposal operations begin, the menthly fee will be contingent on the average number of gallons of wasiewater disposed on
the propenics. Payments for 2011, 2010 and 2009 were $40.000 cach year. The agreement can be terminated by giving 80-day notice prier to the termination date.

During September 2007, Artesian Water entered into a 3-year contract for office space located in New Castle County, Delaware. The contract ended in August 2010. This lacation was used as gencral

office space while the Artesian Water main office space was being renevated. Rent payments during 2010 and 2009 were $53,000 and 379,000, respectively.
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Future minimum annual rentaé payments refated to operating leases for the years subscquent to 2011 are as follows:

In thousands

02 vl Tl : H [
2004 7D e e . T T e . . ot : 51
2015 52
2016777 T SN EIEIN R D i T 54
2017 through 2043 1.680
Interconnections

Arlesian Water has one water setvice interconncetion agreement with a neighboring utility, Chester Water Authority, which requires minimum annual purchases. Rates charged under this agreement are
subject to change. Effective August I, 1997, Artesian Water rencgotiated the cantract with the Chester Water Authority 16, among ather things, reduce the minimum purchase requirements from 1,459
million gallons te 1,095 million gallons annually, calculated as 3 mgd times the number of calendar days in a year. The agreement is extended through the ycar 2021.

The minimum annual purchase commitments for all interconnection agrcements for 2012 through 2016 and the aggregale total for the years 2017 through 2021, calculated at the noticed rates, are as follows:

In thousands

2013 e e e 3TRO
2044 Lo L I Lo e c B FE T E o . oo 3,780 -
2036.‘..". P . . _________ [ERIRE PR Deen o 3 o .:._:' '_:_"3’19;:'

...... 3 s

Expenses for purchased water were $3.8 million, $3.6 million, and $3.3 millien for the years ended December 31, 2011, 20190 and 2009, respectively.
Other Commitments

In 2005, Artesian Water cnicred into a 6-year agreement with Ulility Service Co.. Inc. to clean and paint tanks from 2006 to 2011 for $1.9 million. The tank paiming expense for 2011, 2010 and 2009 was
$344,000, $364,000, and $358,000. In 20i1, Artcsian Water entered into a 2-year agreement with Southern Corrosion Inc. to clcan and pains tanks in 2012 and 2013, Pursuant 10 the 2-year agreement, the
expenditure committed for the years 2012 through 2013 is $623,000. Also, in 2011, following the purchase of water assets from Cecil County, Maryland, Artcsian Watcr Maryland assumed two agreements
with Utility $ervice Co., Inc. to clcan and paint tanks. The agreements can be renewed annually. The expenditure committed for both agreements in 2012 is $55,000.

Budgeted mandatory utility plant expenditures, duc te planned governmental highway projects, which require the rclocation of Artesian Water's water service mains, expecied to be incurred in 2012
through 2016 are as lollows:

In thousands

2012 L L L RO ’ $ 1,655
2013 e e 930
oA _ et e : C o L 25
2015 0
s . o . 0

3 3730

The exact timing and extent of these relocation projects is controlled primarily by the Delaware Depariment of Transportation.
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Litigation

Artesian Resources and its subsidiarics arc subject to legal proceedings in the ordinary course of busingss. Any amounts {rom such legal proceedings that are probable and reasonably estimable arc
reflected in the financial slatcments.

Related to the ongeing litigation with Chester Water Authority discusscd in Kem 1A. Risk Factors of this Form 10-K, we have approximately $1.1 million and $0.4 millien of acerued expenses recorded on
our Consolidated Balance Sheets as of December 31, 2011 and December 31, 2014, respectively. These accrued expenses represent the disputed portion of Chester Water Authority’s rate ingreases and
have been withheld from payments to Chestcr Waler Authority pending the outcome of the litigation,

NOTE i1
NORTHERN SUSSEX REGIONAL WATER RECYCLING COMPLEX, LLC

On August 6, 2010, Artesian Resources, on behalf of itself and all applicable subsidiaries, signed a Conclusion and Tenmination Agreement, or Termination Agrecment, with Darin A. Lockwood, on behall
of himsel{ and all applicable business entities in which he has an interest, or Lockwood, including witheut limitation the NSRWRC, a business entity owned by Lockwood. pursuant to which sll contracts
and agreements with Lockwood and NSRWRC were cancelled except as set forsh below.

The Terminalicn Agrecment supersedes and terminates all coniracts and agrecments previously existing between the panies, including the cancellasion of the Wastewater Services Agreement between
Arigsian Utility and NSRWRC for the design, construction and operation of the Northern Sussex Regional Water Recycling Complex, a wastewater treatment facility to be located in Sussex County,
Delaware. Artesian Wastewater will manage the design and censtruction of the facility going ferward and, once consiructed, the operation of the {facility. Other contracts cancelled by the Termination
Agreement include a sublease agreement for office space, an asset purchase agreement and a consulting agreement. Any other contragts or buginess r¢lationships between Ariesian Resources and
Lockwood not specifically noted were also eancelled with no additional compensation paid to cither party. Pursuant to the Termination Agreement, Lockwood received a final nel settlement payment of
$800,000 including deposit. Inaddition, on August 6, 2010, Artesian Resources and Lockwood entered into a confidentiality agreement and covenant nol to compete.

Pursuant to the Termination Agreement, Aricsian Wastewater purchased the 75-acre parcel of land, purchased by Lockwood on July 1, 2008, for the operation of the wastewater facility knewn as the
Nerthern Sussex Regional Water Recharge Complex and entered into a Waler and Wastewaler Easement Agreement thal provides Artesian Wastewaler right of way to a portion of land adjacent 1o the 75-
acre parcel of land. The Company purchased the land (with a carrying value of $5.2 million) and all engincering and design work (with a carrying value of $2.7 million) by paying off the $7.9 million
remaining balance of the NSRWRC’s censtruction loan with a {inancial institution secured by the 75-acre parcel that was previously guaranteed by the Company. There is no other security pledged for
the 75-acre parcel of jand. No gain was recognized as a result of the Termination Agreement sincc the assels werc purchased al their carrying cost on NSRWRC's balance sheet and the loan concurrently
repaid equaled the carrying value of the assets at the date of the Termination Agreement,

As a result of the Termination Agreement, effective August 6, 2010, NSRWRC was deconsolidated from the Company’s consolidated financial staternents. The Company is no longer the primary
beneficiary of NSRWRC and NSRWRC no longer constitutes a VIE, as defined by FASB ASC Topic 810. See Noie 2 - Baxiz ot Presenisuion. The deconsolidation of NSRWRC resulted in the
reclassificalion of the facility from non-utility preperty to utility plant en our Consolidaled Balance Sheet.

NOTE 12

RELATED PARTY TRANSACTIONS

Prior to the signing of the Termination Agreemet on August 6, 2010 discussed in Note 11 - Nogthorn Susgen Renional Water Recvel! tew, 1it: the Company entered into transactions in the normal
course of business with relaed parties. The owner of NSRWRC is the sole owner of Meridian Architects and Engineers, LLC, or Meridian Architects, Meridian Enterprises, LLC, or Meridian Enterprises,
and Meridian Coensulting, LLC, or Mcridian Consulting. Approximaitcly $15,000 was paid to Meridian Enterprises for the year ended December 31, 2010 for office space rental. In addition, for the year
ended December 31, 2010, relaied party revenuc for cngineering services was approximately $4,000 from Triple D Douable 8, LLC. Alt services were provided in the ordinary course of business at fees and
on terms and conditions that the Company belicves are the same as those that would result from arm’s-length negotiations between unrelated pariies.
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NOTE 13
GEOGRAPHIC CONCENTRATION OF CUSTOMERS

Artcsian Waler, Artcsian Water Pennsylvania and Arlesian Water Maryland previde water utility service to customers within their established service territory in all three countics of Delaware and in
portions of Pennsylvania and Maryland, pursuant to ratcs filed with and approved by the DEPSC, the PAPUC and the MDPSC. As of December 31, 2011, Artesian Water was serving 78.600 customers,
Artesian Water Pennsylvania was serving 38 customers and Artesian Water Maryland was serving 2,000 customers.

Artesian Wastewater began providing wastewater services to 2 community in Sussex County, Delaware in July 2005. The DEPSC approved the lemporary rates for this community on July |3, 2005. and on
January 24. 200€, approved the raies and tarifl. As of December 31, 2011, Artesian Waslewaler was serving 885 customers, the majority of which are located in Sussex County, Delaware.

NOTE I4
REGULATORY PROCEEDINGS

Our water and wastewater utilitics generate operating revenue {rom customers bassd on rates that are established by state Public Service Commissions through a rate setting process that may include
pubtic hearings, cvidentiary hearings and the submission of evidence and feslimony in support of the requested level of rates by the Company.

We are subject to regulation by the following state rcgulatory commissions: The DEPSC rcgulates both Artesian Water and Artesian Wastewater. Artesian Water Maryland and Anesian Wastewater
Maryland are subject to the regulatory jurisdiction of the MDPSC, and Artesian Water Pennsylvania is subject to the regulatory jurisdiction of the PAPUC.

Rate Proceedings

Our regulated wtilities periodically seek rate increases to cover the cost of incrcased operating expenses, increased financing expenses due to additional investments in utility plant and other costs of
doing business. In Delaware, utifities arc permitted by law to place rates into cffeet, under bond, on a temporary basis pending completion of a rate increase procceding. The first temporary increasc may
be up 1o the lesser of $2.5 million on an annual basis or 15% of gross water sales. Should the ratc casc not be campleted within seven months, by law, the utility may put the entire requested rate relief, up
to 15% of gross water saies, in effect under bond uniil a {inal resolution is ordered and placed into effect. If any such rates are found to be in excess of rates the DEPSC finds to be appropriate, the utility
must refund the portion found to be in excess to customers with inerest. The timing of our rate increase requests are therefore dependent upon the estimated cost of the administrative process in relation

1o the investments and expenses that we hope to recover through the rate increase. We can provide no assurances that rate increase requests will be approved by applicable regulatory ies and, if
appyoved, we cannot guarantec that these rate increases will be granted in a timely or sufficient manner to cover the investments and expenses for which we initially sought the rate increase.

On April 11, 2011, Artesian Water filed a request with the DEPSC 1o implement new rates to meet a requested increase in revenue of 19.45%, or approximatcly $10.9 million, on an annualized basis. The
new rates are designed to supporl Ariesian Water’s ongoing capital improvement program and to cover increased costs of operations, including chemicals and fuel, electricity, taxes, labor and
benefits. Astesian Water's last request to implement new rates was filed in April 2008. As permitied by law, on June 10, 2011, we placed temporary rates into cffect designed to generate an incrcase in
annual operating revenue of approximately 4.45%, or $2.5 million on an annualized basis, until new rates were approved by the DEPSC. Also as permitted by law, on November 11, 201, we placed into
cffect a sccond step of lemporary rates designed to generate an additional increase in annual operating revenue of approximately 6.68%, or $3.8 million on an amnualized basis, until ncw rates were
appreved by the DEPSC.
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Artesian Water, the DEPSC, and the Division of the Public Advocate entered into an agreement to scttle Artesian Water’s April 2011 application for an increasc in rates. PSC Order No. 8097, issued on
January 31, 2012, approved the settlement agreement, authorizing a permancnt rale increase in revenue of approximatcly 11.13%, or $6.25 million on an annualized basis. Since the permancnt rate increase
does nol exceed amounts previously collccled under previousiy approved temporary increases in rates, Artesian Water is not required to refund any amounts to its customers. The approved permancnt
rate increasc is effective as of January 1, 2012, The seitlement also authorizes a retutn on equity of 10%. Additionally. effective January I, 2012, the settlement permits a tariif change that includes the use
of 2 seasonal conncetien charge as well as 4 new approach for presenting the cost of retired property and ratemaking treatment for salvage costs 1o he recoversd in rates. Currently, when depreciable
units of utility plant ar refired, the cost of retired property, together with any cost associated with retirement less any salvage value or proceeds received, is charged to accumulated depreciation. The
setilement authorizes that effective January 1, 2012, any cost associated with retirement less any salvage value or praceeds received will be charged to a regulated retirement liability. This new approach
will result in an approximately §1.2 million reclassi(ication of utility plant 1o deferred credits and other Liabilities on our Consolidated Balance Sheet in our fiscal year 2012. The settlement also authorizes
Artesian Water 1o change from quarlerly to monthly billing, implementation is cxpected to take place during the first quarier of 2012,

O December 29, 2010, Artesian Water Maryland filed an application with the MDPSC 1o revise its rates and charges conceming the former Mountain Hiil Water system. Artesian Water Maryland
requested authorization to implement proposed new rates for water service 1o mect a requested increase in revenue of appeoximately $65,000 on an annualized basis. In addition to the increase in rates,
Artesian Water Maryland is requesting a change 1o f1s rate structure, reducing the per theusand gailon charge while adding a monthly customer and fire protection charge. On September 16, 2011, the
MDPSC aushorized 2 rate increase in revenue of approximately $51,000 on an anoualized basis and approved the change in rate structure. The rate increase became effective on November 29, 2011

Service Territory Expansion Procecdings

On Scptember 7, 2610, the DEPSC entered Order No. 7833, which approved the Revised Water Certificates of Public Convenience and Necessity Regulations as final. After cxtensive proceedings
regarding Regulation Dacket No. 31, the DEPSC repealed and replaced its existing Regulations Governing Certificates of Public Convenicnee and Necessity for Water Utilities with a new revised set of
regulations (the “Revised Water CPCN Regulations™). The Revised Water CPCN Regulations changed the definition of 2 “Proposed Service Area” to encampass cither a single parcel of two or more
contiguows parcels thal will be provided water by the same system or main cxicasion,

On June 4, 2009, the MDPSC approved Artesian Water Maryland’s request to construct a water system lo serve the 172 residents of the Whitaker Woods housing development located adjacent to the
Mountain Hill Service Arca. This expanded franchise arca is subject to the Mountain Hill ariff ratcs. We began servig cusiamers in this develepment in November 2009. On September 9, 2009, the
MDPSC approved Arlesian Water Maryland's request to construct a water system to serve 71 residents in the Charlestown Crossing housing development. Construction was completed in July 2010.

In December 2009, Artesian Water Maryland applied for approval from the MDPSC to exercisc a franchise to provide water service to the Town of Port Deposit. This application also requested authority
10 finance the purchase of waler system facilities, and to cstablish water service rates. On July 28, 2010, the MDPSC approved our application. On November !, 2010, Artesian Water Maryland closed on
this transaction and began serving customers.

On Septensber 30, 2008, Artesian Water Maryland and Artesian Wastewater Maryland filed joint applications with the MDPSC to ¢xercise franchises granted to the Company by Cecil County, On March
31, 2009, we presented an updated application that included an extended service arca and the acquisition of certain facilities. A petition by the Appleton Regional Community Afliance delayed the exercise
of franchises granted. On June 21, 2011, the Maryland Courl of Appeals held that Maryland law docs not prabibit the transfer and sale of assels contemplated by these ransactions. On August 31,2001,
the MDPSC granted authority to exercisc the franchises. On September 27, 2011, Artesian Wastewater Maryland and Cecil County snutually agreed to terminate 1wo Assct Purchase Agreements and a
wastewater franchise agreement with respect to certain wastewater facilities in Cecil County. Termination of the wastewater franchise agreement is subject lo receipt of approval from the
MDPSC, Artesian Wastewater Maryland bas agreed 1o file an application with the MDPSC for such approval. On December 21, 2011, Artcsian Water Maryland complcted its purchase of water assets
from Ceeil County and began serving the franchise area granted 1o the Company by Cecil County. See Hem | - Business - Artesian Wastewaler Maryland for further discussion.
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Delaware law permits water utilitics to put into cffect, on a semi-annual basis, increases related 1o specific types of distribution system improvemenis through a Distributicn System Improvement Charge,
or DSIC. This charge may be implemented by water wiilitics between general rate increase applications that normally recognize changes in a water ulifity’s overall financial position. The DSIC approval
process is less costly when compared to the approval process for general rate increase requests. The DSIC rate applied between base rate filings is capped at 7.5% of the amount billed to customers
under otherwise applicable ratcs ang charges, and the DSIC rate increase applied cannot excecd 5% within any 12-month period. During 2010, Astesian Water filed two applications with the DEPSC for
approval to collect a 9.34% increase and 0.68% increase during the first and second half of ihe year, respectively. These increases recover the costs of eligible revenue producing improvements made
since the last rate increase in 2008, and were calculated to gencrate approximately $286,000 in revenue annually. In November 2010, we filed an application with the DEPSC for approval to increase the
DSIC rate 1o 1.47% effective January 1, 2011, which will generate approximately $390,000 in revenue on an annual basis. The DEPSC approved the DSIC effective January 1, 2010, July 1, 2010 and January
1, 2011, subject to audit al a laler datc. For the year ended December 31, 2011, we ¢arned approximately $346,000 in DSIC revenve. For the year ended December 31, 2014, we earned approximately $288.000
in DSIC revenue.

In 2003, legislation was enacted in Delawarce requiring all water utilities serving within northern New Castie County, Delaware 1o certify by July 2006, and ¢ach three years thereafier, that they have
sufficient sources of self-supply to serve their respective systems, The DEPSC accepted our ¢entification of sufficient water supply through 2009. Anesian Water filed a new certification of self-
sufficicncy with the DEPSC on June 30, 2009, for the period through 2012. On June 1, 2010, the DEPSC accepted our sclf-sufficiency certification through 2012

NOTE 15
NET INCOME PER COMMON SHARE AND EQUITY PER COMMON SHARE

Basic net income per share is based on the weighted average number of common shares outstanding. Diluted net income per share is based on the weighted average number of common shares
outstanding and the potentially dilutive effect of employce stock options. The fellowing table summarizes the shares used in computing basic and diluted net income per share:

For the Year
Ended December 31,
2011 2010 2009
(in thousands)

Weighted average common shares outstanding during the period for Basic computation . LT RV 8,122 LTSS Tase
Dilutive effect of employec siock options i 38 61 38
ngghled_ average common shares outstanding during the period for Diluted computation C : 8,160 i s 7018 75 E

For the ycars ended December 31, 2011 and December 31, 2018, employee stock opticns to purchase 221,425 and 221,332 shares of common stock were excluded from the calculations of diluted net income
per share, respectively, as the calculated proceeds from the options’ exercise were greater than the average market price of the Company’s common stock during this period.

The Company has 15,000,000 authorized shares of Class A Stock, and 1,840,000 shares of Class B Stock. As of Decernber 31, 2011, 7,729,506 shares of Class A Stock and 881,452 sharcs of Class B Stock
were issued and outstanding. As of December 31, 2019, 6,755,654 shares of Class A Stock and 881,452 shares of Class B Steck were issued and oulstanding. As of December 31, 2009, 6.625.778 sharcs of
Class A Stock and 881,452 shares of Class B Stock were issued and outstanding. The par value for both classes is $1.00 per share. For the years ended December 31, 2011, December 31, 2610 and
December 31, 2009, the Company issued 85,600, 129,876 and 106,395 shares of Class A Stock, respectively. In eddition, on July 20, 2011 and August §5, 2011, the Company completed the sale of 804,290
shares and 84,000 shares of its Class A Stack, respectively.
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Equity per common share was $43.91, $12.59 and $12.23 at December 31, 2011, December 31, 2010 and December 31, 2009, sespectively. These amounts were computed by dividing common stockhoiders™ R
equity by the number of shares of ¢comman stock outsianding on Deccmber 31, 2011, December 31, 2009 and December 31, 2008, respectively. . )

NOTE 16
SELECTED CONSOLIDATED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following table is derived from quaricrly unaudited censelidated slatements of operations for the years ended December 31, 2011 and 2010, Quarterly basic and diluted per share amounts do not add
10 the fuli year 101al duc 10 rounding.

First Quarter Sccond Quarer Third Quarter Fourth Quarter
In thousands (except per share daia) 2011 2010 2011 2010 2011 2010 2011 2010
Operating revertues : : 3 14,757 .. 14983 § T 1 16,516 $:7: 16003 0§ 7,730 % . 17983 0§ 16,073 $ 15,936
Operating income _ s 2,219 % 2787 § 3588 § 3620 % 4367 § 4706 % 3562 % 3,135
Net income applicable to common steck -~ $8° 1,009 § 1646 . § . . 1,783 % .. L7988 2238 5. - -0 2897 % 1,746 - $ 1,279
Income per comtmaon share P . T T . . .
Basic s 013§ 022  § 0.23 § 024 % 0.26 § 038 § 020 ¢
Diiluted s. 0,13 § 022 % .. 023 % Cl04 08 T 02608 038§ 020 %
NOTE I7
COMMON STOCK OFFERING

On July 20, 2011, the Company completed the sale of 804,290 shares of its Class A Stock. The net procceds (after deducting underwriting discounts and commissions and offering expenses} of
approximately $14.1 million were used to fund a paid-in capital contribution in the same amount to Artesian Water. Artesian Water used the paid-in capital contribution to repay shori-term borrowings
(including borrowings incumrcd under our line of credit with Citizens Bank that is available 1o all of cur subsidiasies) incurred primarily to finance expenscs associated with its construction program,
including investment in ulility plant and cquipmens, and 10 find capital expenditures and other general corporate pusposes.

On August 15, 2011, the Company completed the sale of an additional 84,000 shares of its Class A Stock, in accordance with the option granted to the underwriters 1o cover over-allotments associated
with our July 2011 stock offering. The net proceeds of approximately $1.5 mitlion were used to fund a paid-in capilal contribution in the same amount to Artesian Water as noted above.

NOTE 18
IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS

In May 2011, the FASB issued authoritative guidance o represent the converged guidance of the FASE and the Intcmnational Accounting Standards Board, or IASE (together with the FASB, the
“Boards"} on fair value measuremenit. The collective effons of the Boards and their respective staffs, reflected in this guidance, have resulied in common requirements for measuring fair value and for
disclosing information about fair value mcasurcments, including & meaning of the term “fair value.” The Boards have concluded the common requirements will result in greater comparability of
fair value measurements presented and disclosed in financial stalements prepared in accordance with U 5. GAAF ang International Financial Reporting Standards. The amendments in this guidance are 1o
be applied prospectively. For public entities, the amendments are effective during interim and annual periods beginning after December 13, 2011, Early application by public entilies is not permitted. The
Company does nol expect a material impact on the Company's financial statements due to 1he adoption of this guidance.

income either in a single continuous slatement of comprehensive income or in 1wo separate but consecutive staiements. In both choices, an entity is required 1o present cach compenent of oel income
along with total net income, cach component of other comprehensive income along with a totai for other comprehensive income, and a total amount for comprehensive income. This guidance eliminates
the option 10 present the componcenis of other comprehensive income as pant of the statement of changes in stockholders® equity. The amendments in this guidance do not change the items that must be
reported in other comprehensive income or when an item of other comprehensive income must be reclassified 1o net income. This guidance should be applied rewrogpectively. For public entities, the
amendments are cffeclive for fiscal ycars, and interim perieds within these years, beginning afier December 15, 2011. Early adoption is permitted. The Company currently does net have other
comprehensive income. Should the Company have other comprehensive income in the future we will determine i we will present it on a single conti of comprehensive income or in two
separate but consecutive stalements.

In June 2011, the FASB issucd amended guidance 1o allew an entity the cption 1o present the total of comprehensive income, the compenents of net income, and the componcenis of other comprebensive ]
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Report of Independent Registered Public Accounting Firm

Board of Dirgctors and $1ockholders
Artesian Resources Corporation
Newark, Delaware

We have audited the accompanying consolidated balance sheets of Artesian Resources Corporation as of December 31, 2011 and 2010 and the related consolidaied statements of operations,
stockholders® equity, and cash flows for cach of the three years in the period ended December 31, 2011. These financial statements arc the responsibility of the Company’s management. Cur
responsibility is to express an opinion on these financial statements based on cur audits.

We conducled our audits in accordance with the stangards of the Public Company Accounting Oversight Board {United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a est basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significans estimates made by management, as well as evaluating the overall presentation of the financial stalements, We belicve that
our audits provide a reasonable basis fot cur opinion.

In our opinioh, the consolidated financial staiements referred to above present fairly, in all material resp the ial position of Artesian Resources Corporation ai December 31, 2011 and 2010, and
the results of its operations and its cash flows for each of the three years in the period ended December 31, 2011, in conformity with accounting principles gencraily accepted in the United States of
America.

We alse have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Arlesian Resources Corporation's intermal control over financial reporting as
of December 31, 2011, based on criteria established in Internai Control - Integrated Framework issued by the Committee of Spensering Organizations of the Treadway Commission (COSQ) and our
tepaort dated March 15, 2012 expressed an unqualified opinjon thereon.

/s/ BDO USA, LLP

Bethesda, Maryland
March 15, 2012
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ITEM 9. CHANGES [N AND MSAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURES

None.

ITEM %A. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosurc Controls and Procedures

Our management, with the participation of our Chief Executive Officer and our Chicf Financial Officer, evaluated the effectiveness of the design and aperation of our disclosure controls and pracedures as
of the end of the peried covered by this report. Based upon that evaluation, the Chief Executive Officer and the Chief Financial Officer concluded that our disciosure controls and procedures as of the cnd
of the period covered by this report were designed 16 provide reasonable assurance that the information required to be disclosed by us in reports fited under the Sccurities Exchange Act of 1934 is (1)
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and (2) accumulated and communicated to our management, including the Chief Exceutive
Officer and Chicf Financial Officer, as appropriate to allow timely decisions regarding required disclosure. In addition, the Chicf Exccutive Officer and the Chief Financial Officer concluded that cur

disclosure controls and procedures as of the end of the period cavered by shis report were cffective 1o achieve the forcgeing objectives. A coatrol system cannot provide absolute assurance, however,
that the objectives of the control system are met and no evaluation of controls can provide sbsolute assurance that all conrol issues and instances of fraud, if any, within a company have been detected.

{b) Management’s Annual Report on Internal Control Qver Financial Reporting

The Management of Artesian Resources Corporation is responsible for establishing and maistaining adequate internal control over its financial teporting. Artesian Resources Corporation’s internal
control over financial reporting is a process designed under the supervision of the Corporation’s chief executive officer and chicfl financial officer 10 provide reasonable assurance regarding the reliability
of financial reporting aud he preparation of the Company's consclidated financial statements for external reporting purposes in accordance with U.S. generally accepted accounting principles.

Arniesian Resources Corporation’s Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2011 based on the criteria sct forth by the
Commitice of Sponsoring Organizations of the Treadway Commission (COSO) in “Internal Control Integrated Framework.” Based on this assessment, Management determined that at December 31, 2011,
the Cerporation’s internal contral over financial reporling was effective.

() Attestation Report of the Registered Public Accounting Firm

The effectivencss of Artesian’s internal conirol over financial reporting as of December 31, 2011 has been audited by BDO USA, LLP, an independent registered public accounting firm, as stated in their
report, which is included herein.

{d) Change in Internal Control over Financial Reporting

No change in the Company’s internal control over financial reporting, occurred during the fiscal quarter ended December 31, 2011 that has materially afTected, or is reasonably likely 10 materiaily affect, the
Company’s internal contre! over financial reporting.

Date: March 15, 2012

CHIEF EXECUTIVE OFFICER: CHIEF FINANCIAL OFFICER:
/s/ DIAN C. TAYLOR /3/ DAVID B. SPACHT
Dian C. Taylor David B. Spacht
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ITEM 9B. OTHER INFORMATION

None.
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Repott of Independent Registered Public Accounting Firm

Board of Directors and Stockholders
Artesian Resources Corporation
Newark, Delaware

We have audited Artesian Resources Carporation's internal control over financial reporting as of December 31, 2011, based on criteria established in fnrernal Control — Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). Artesian Resources Corporation’s management is responsible for maintaining cffective internal contred over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the accompanying liem 9A, Management's Report on Internal Control Over Financial
Reparting. Our responsibility is 1o express sn opinion on the company’s intcrnal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit 1o obtain
reasonable assurance about whether effective intemal control over financial reporling was maintained in all material respe¢ts. Our audit included cbtaining an understanding of internal controif over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating cffectiveness of internal control based on the assessed risk. Our audit also
included performing such other procedurcs as we considered nccessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed 10 provide reasenable assurance regarding the reliability of financial reporling and the preparation of financial statements for
cxlernal purposes in accordance with generally accepled accounting principles. A company's wilernal control over financial reporting includes those policies and procedurcs that (1) pertain to the
taintenance of records ihat, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the asscts of the company; (2) provide reasanable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepied accounting principles, and that receipts and expenditurcs of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonablc assurance regarding prevention of timely detection of unauthorized acquisition, use, or
disposition of the company 's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control ever financial reporting may not prevent or delect misstatements. Also, projections of any evaluatien of effcctiveness to fulure periods are subject to
the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Artesian Resources Corporation maintained. in all material respects, effective internal control over financial reporting as of December 31, 2011, based on the COSO eriteria.
We also have audited. in accordance with the standards of the Public Company Accounting Oversight Beard (United States), the consolidated balance sheets of Artesian Resources Corporation as of

December 31, 2014 and 2010, and the related consolidated statements of operations, stockholders’ equity, and cash flows for cach of the three years in the period ended December 31, 2011 and our report
dated March 15, 2012 expressed an unqualified opinien thereon.

/s/ BDO USA,LLP
Bethesda, Maryland
March 15,2012
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ITEM 1¢. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Dian C. Taylor

Kenneth R. Bicderman

Name

Age

66

58

Position

Biography: Director since 1991 - Chair of the Board since July 1993, and Chief Executive Officer and President of Artcsian
Resources Corporasion and 11s subsidiaries since Seplember 1992, Ms. Taylor has been employed by the Company since August
1991. She was formerly a consuliant to the Small Business Development Center at the University of Diclaware from February 1991 to
August 1991 and Owner and President of Achievement Resources Inc. from 1977 to 1991, Achicvement Resources, Inc. specialized
in strategic planning, marketing, entreprencuriat and hutman researces development consulting. Ms. Taylor was a marketing director
for SML, Tnc. from 1982 to 1985. Ms. Taylor is the aunt of }ohn R. Eigenbrey, Jr. and Nicholle R. Taylor. She serves on the Executive
and Strategic Planning, Budget and Finance Committees.

Qualifications: Ms. Dian Taylor has 20 years of experience as Chief Executive Officer and President of the Company, during which
the Company has continuously expanded its service arca. Ms. Taylor has extensive knowledge of the complex issues facing smaller
companies and prior straicgic planning cxpertise. Ms. Taylor has served as President of the National Association of Water
Companics, a trade organization of the investor-owned water utility industry. Ms. Taylor also has served on the Delaware
Economic and Financial Advisery Council, on the Board of Directors of the Delaware State Chamber of Commerce, the American
Heart Association, the Cemmities of 100 and the Del Council on E ic Education, a Regional Advisory Board Member for
Citizens Bank, a Trustee of the Delaware Grand Opera and the Christiana Care Hospital and 85 a Commissioner for the Delaware
River and Bay Authority. The Board views Ms, Taylor's experience with various aspects of the ulility industry and her
detnonstraced leadership roles in business and community aclivities as important qualifications, skills and experiences for the Board
of Directors” conelusion that Ms. Taylor should serve as a director of the Company.

Biegraphy: Director since 1991 - Currcntly retired and former Professor of Finance at the Lerner College of Business and Economics
of the University of Delaware from May 1996 to May 2011. Interim Dcan of the College of Business and Economics of the
University of Delaware from February 1999 10 June 2000. Dean of the College of Business and Economics of the University of
Dclaware from 1990 to 1996. Former Director of the Mid-Atlantic Farm Credit Association from 2006 to 2010, Director of Chase
Manhattan Bank USA from 1993 to 1996. Formerly a financial and banking consultant from 1989 to 1994 and President of Gibraltar
Bank from 1987 to 1989. Previously Chief Executive Officer and Chairman of the Board of Wesl Chester Savings Bank; Economist
and former Treasurer of the State of New Jersey and Staff Economist fer the United States Senate Budget Committee. He serves on
the Exccutive; Audit; Strategic Planning, Budget and Finance; Governance and Nominating; and Compensation Committees.

Qualifications: Mr. Biederman’s cxpericnce as a former State Treasurer of New Jersey and the former Dean of the College of
Business and Economics al the University of Delaware gives him a substantial amount of business, cconomic and financial
reporting knowledge. The Board of Direclors has determined that Mr. Biederman's knowledge of economic principles and
experience in treasury and financial reporting matters provide for valuable ingight and inpwt and serve as important qualifications
and skills in his service as a director.
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John R. Eisenbrey, Jr.

Nicholle R. Taylor

William C. Wyer

56

65

Biography: Dircotor since 1993 — Small Business Executive. For more than 26 ycars, Owner and President o Bear Industries, Inc., 2
contracting fir providing building (ire sprinkler protcetion installations for businesses throughout the Delmarva Peninsula. Mr.
Eisenbrey is the nephew of Dian C. Taylor and the cousin of Nichelle R, Taylor. He serves on the Audit; Governance and
Nominating; and Compensation Commilttees.

Qualifications: The Board of Directors has determined that Mr. Eisenbrey’s hands-on experience as a business owner in one of our
primary geographic regions gualifies him to be a member of the Board. For morc than 26 years, Mr. Eisenbrey has been the Owner
and Presidens of a privately held contracting (Grm providing fire sprinkler protection installations for businesses throughout the
Delmarva Pcninsula. Mr. Eisenbrey is a past President of the Delaware Contractors Association. Mr. Eiscnbrey’s operating
business backgraund provides hands-on cxpericnce with operational, technical and regulatory matters also applicable 10 our water
business.

Blography: Dircctor since 2007 - Vice President of Artesian Resources Corporation and its subsidiaries since May 2004. Ms.
Taylor has been employed by the Company since 1991 and has held various management level and operational positions within the
Company. She scrves o the Swrategic Planning, Budget and Finance Committee. Ms. Taylor is the niece of Dian C. Taylor and the
ceusin of John R. Eiscnbrey, Jr.

Qualifications: Ms. Nicholle Taylor has over twenty years of expericnce with the Company in a variety of field, office and
tmanagerial positions. The Board of Direclors has delormined thal the range of her cxperience across various company functions
gives her a clear perception of how the Company operatcs, Thus enhancing the Board’s ability to know the Company’s current
capabilities and limilatiens, and qualifies her 1o serve as a director. Ms. Taylor scrves on the Board of Direetors of the National
Association of Water Companies, a trade organization of the investor-owncd waler utility industry. Ms. Taylor also currently
serves on the Board of Dircclots of the Commitiee of 100, which is a business organization that promoles responsible cconomic
development in the state of Delaware.

Biography: Director since 1991 - Busitiess Consultant with Wyer Group, Inc. since September 2005, Previously, Mr. Wyer served
as Managing Director of Wilmingion Renaissance Corporation (formerly Wilmingtlon 2000) from January 1998 10 August
2008, Wilmington Renaissance Corporation was a private organization seeking to revitalize the City of Wilmington, Delaware. Mr.
Wyer served as a Director and member of the Audit Committee of GMAC Bank and its” successor National Motors Bank, FBS since
August 2001 through 2008, President of AFl Nation Life Insurance, Senior Vice President of Blue Cross/Blue Shield of Delaware from
Scptember 1995 1o January 1998, Managing Director of Wilmington 2000 from May 1993 to Scpiember 1995 and Presid of Wyer
Group, Inc. from 1991 10 1993 and Commerce Enterprise Group from 1989 to 1991, both of which are management-consulting firms
specializing in operations reviews designed 1o increase productivily, cat overbwad and increase competitiveness, and President of
the Delaware State Chamber of Commerce from 1978 to 1989, He serves on ihe Executive; Audit; Strategic Planning, Budget and
Financc; Governance and Nominating; and Compensation Commiliecs.

Qualifications: Mr. Wyer has cxtensive management expericnce with both jocal and national organizations that facililates the
Company’s growth from a local io 2 regional provider of water and wastewater services. Mr. Wyer's extensive experience in
cconomic development efforts and as President of the Delaware Chamber of Commerce and his associated skills in public, media and
governmenial communications were determined by the Board of Dircctors 1o qualify him 10 serve as a director.
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Toseph A. DiNunzio, CPA 49 Executive Vice President and Corporate Secretary of Arlesian Rescurces Corperation and its subsidiaries since May 2007. Mr.
DiNunzio previously served as Semior Vice President and Corporate Secretary of Anesian Resources Corporation and its
subsidiaries since March 2000 and as Vice President and Secretary of Artesian Resources Corporaton and its subsidiaries since
January 1995. Mr. DiNunzio has been employed by the Company since 1989 and has held various executive and managerment level
positions within the Cempany. Prior to joining Ariegian, Mr. DiNunzio was employed by PriceWaterhouseCoopers LLP from 1984
to 1989,

Bruce P. Kracuter, PE 62 Senior Vice President of Engineening and Planning since May 2007. Mr. Kraeuter previously served as Vice President of
Engincering and Planning since March 1995. He currently serves as an officer of Anesian Water Company, Inc., Artesian Water
Maryland, Inc., Artesian Wastewaler Management, Inc., Artesian Ulility Development, Inc. and Artesian Water Penngylvania,
Inc. Mr. Kraeuter has been employed by the Company since July 1989 and has held various executive and operational positions
within the Company. Mr. Kraeuter served as Senior Engineer with the Water Resources Agency for WNew Castle County, Dclaware
from 1974 to 1989,

Jeonifer L. Finch, CPA 43 Vice President and Assistant Treasurer since February 2010, Ms. Finch previously served as Chiel Accounting Dircctor for the
Company and its subsidiaries since August 2008, She curretily serves as Chief Financial Officer of Antesian Consulting Enginecrs,
Inc., one of the Company’s cight wholly owned subsidiaries. Prior to joining the Company, Ms. Finch served as Chicf Financial
ficer of Handler Corporation, a home builder company located in Wilmingion, Delaware. Ms. Finch was employed by the Handler
Caorporation frem 1994 through 2008, During that time she beld various accounting positions.

John J. Schreppler 11, ESQ. 55 Vige President, Assistani Secretary and General Counscl of Aresian Resources Corporation and its subsidiaries since Fuly
2000. Prior to joining thc Company, he practiced law in Wilmingion, Delawarc as John J. Schreppler, 11 P.A. from February 1999, and
before that as a partner in The Bayard Firm from 1988 10 1999

David B. Spacht 52 Chief Financial Officer and T of Artesian R Corporation and its subsidiaries since January 1995, except that he has
nol been Chief Financial Officer of the wholly owned subsidiary Artesian Consulting Engineers, Inc. since May 2009. The Company
has employed Mr. Spacht since 1980 and he has hetd various ex¢cutive and mapagement level positions within the Company.

John M. Thacder 54 Senior Vice President of Operations since May 2007. Mr. Thacder previous served as Vice President of Operations since February
§998. He currently serves as an officer of Ancsian Water Company, Ing., Anesian Wastewater Management, In<., Artesian Water
Maryland. Inc., Artesian Water Pennsylvania, Inc. and Astesian Utility Develepment, Inc. Prior 10 joining the Company, Mr.
Thaeder was cmployed by Hydro Group, Inc. from 1996 to 1998 as Southeastern District Manager of Sales and Opcrations from
Maryland to Florida. During 1995 and 1996, Mr. Thaeder was Hydre Group's Sales Manager of the Northeast Division with sales
responsibilities from Maine 10 Florida. From 1988 to 1995, he served as District Manager of the Layne Well and Pump Division of
Hydro Group.

Corporate Governance

The execulive officers are elected or appreved by our Board or our appropriate subsidiary 1o serve until his of her successor is appointed or shall have been qualified or uniil cartier death, resignation or
removal.

In accordance with the provisions of the Company's By-laws, the Board is divided into three ctasses. Members of each class serve for three years and one class is elecied each year 10 serve a term until
his or her successor shall have been elected and qualificd or until earlicr resignation or removak. Kenncth R. Biederman has been nominated for election to the Board of Directors at the shareholders
Annual Meeting to be held May 9, 2012,

Dian C. Taylor. the Company’s Chicl Executive Officer, also serves as Chair of the Board. The Board, after considering the size of the Company and the composition of the Board ({ive members, three of
which are independent), has determined that the combined structure is appropriate. The Board has determined that having one person serving as Chair of the Board and Chief Exccutive Officer ensures a
unificd leadership of the Board and management and provides potential cfficiency in the exccusion of the strategies and visions of the Board and management. The Board beligves that Ms. Taylor's
cxperience and operational knowlcedge of the business enables her 10 effectively perform both roles. Given the limited number of Board members and the practice of open communication with the entire
Board, the Company does not have a iead indcpendent director. The Board meets as ofien as needed and at least twice a year in ¢xecutive session without any 2 or non-independens directors
present. The Board believes this is an appropriate structurc for the Company which provides the appropriate independent oversight. In addition, the Audit Committee and the Compensation Commitice
regulatly consult with the Company’s General Counsel to review the various types of risk that affect the Company and te consult on strategies to anticipate such risks. The Board belisves this struciure
has been effective. The Board meets with management on a monthly basis to review operational reports, financial updates, strategic development and other matters. Monthly meetings help o premeote
and ensure open car ication with the nenl team. All Board members are engaged and remain actively involved in their oversight reles. The Board is responsible for eversight of the
Company’s risk management process, The senior ment team is ible for identifying risks, managing risks and reperting and communicating risks back 1o the Board.

P
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Director Compensation

In May 2011, each director received an annual rctainer fee of $16,000 paid in advance. The chair of the Audit Committer reccived an additional annual retainer of 35,000, The chairs af the remaining
standing committees received additional annual retainers of $3,000. Each director received $2,000 for each Board mecting attended, $1,500 for cach commitiee mecting attcnded on the day of a regular
board meeting and $2,000 for each commitiee meeling atiended on any other day. Each director received $450 per diem for workshops.

In 2011, our direclars, ether than Dian C. Taylor and Nicholle R. Taylor, whose fecs as direcior arg included in the Summary Compensation Table, received the following compensation:

Director Compensation Table— 2011

Fees Eamed or

Paid in Option All other
Name Cash Awards Compensation Total
5 ) (5)n 8y %)
Kenneth R. Biederman T B . . L /00 2611 - : - %511
John R. Eisenbrey, JT. 60,900 23,611 —— 24,511
William C. Wyer - . R o e 69800 T 23611 ) 20,671 114,182

(1) On May 17, 2011, each Dircctor received option grants of 6,750 shares of Class A Stock at exercise prices cqual to the fair market valuc on the date of grani (last reperied sale price on the date of
grant) or $19.06. All options are cxercisable one year from the date of grant and with terms of ten ycars. The grant date fair market value, computed in accordance with Financial Accounting
Standard Board, Accounting Standards Codification Topic 718, er ASC7!8, based upon the assumptions made in the valuations as described in Note 1 of the 2011 Finaneial Statements, is
reflecied in the “Option Awards” column in the table above. The aggregate number of option awards outstanding at December 31, 2011 {or cach Director is:

Option Shares
Ouistanding at
December 31. 2011

Kenneth R. Biederman 72,000
John R, Eisenbrey, Jr. 65,250
William C. Wyer 65,250

(2) $20.671 was paid for medical insurance premiums for Mr. Wyer and his spouse.

Compensation Committee Interlocks and Insider Participation

During the vear ended December 31, 2011, the memboers of our Compensation Commitiee were Kenneth R. Biederman, John R. Eisenbrey, Jr. and William C, Wyer. None of our executive officers serves as
a director or as a member of the compensation commiittee, or any other committee serving an equivalent funciion, of any entity that has one ar more of ils executive officers serving as members of our
Compensation Commitiee or as a director ol our Board. No member of our Compensation Comimittee has ever been our employee. Our independent directors are Kenneth R. Bicderman, John R. Eisenbrey,
Jr. and William C. Wyer. )

Independence
In 2011, the Board of Directors determined that a majority of the Board of Dircctors met the independence reguirements prescribed by the listing standards of the NASDAQ Global Sclect Market. In

making its determination, the Board of Directors considercd John R. Eisenbrey, !r.’s Stock Repurchase Agreement, dated as of August 31, 2011, between Wilminglon Savings Fund Society, FSB, and
Artesian Resources Corporation and is Incorporated by reference to Exhibit 10.1 fited with the Company’s form 8-K filed on Scpiember 6, 2011.
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Audit Compmittee

The Audit Commiltee reviews 1he procedures and policies relating to the internal accounting procedures and controls of the Company, and provides general oversight with respect 10 the accounting
principles employed in the Company’s financial reporting. As pari of its activities, the Audit Commitiee meets with representatives of the Company’s 2 t and independent a s. The
Audit Committec has considered the exlent and scope of non-audit services provided to the Company by its outside accountants and has determined that such services are compatible with maintaining
the independ of the outsid ants, The Audit Commitice appoinis and retains the Company’s independent accountants. The Audit Commitice has a charter delineating its purpose and
functions. The Audit Commiitee consists of Kenneth R. Bicderman, John R. Eisenbrey, Jr. and William C. Wyer. The Board of Directors has also determined 1hat each member of the Audit Committee
mesis 1he independence requiremends prescribied by the listing standards of the NASDAD Global Select Market and the rules and regulations of the Sccurilies and Exchange Commission. The Board of
Dircetors has further determined that Mr. Biederman, a member of the Audit Commitie, is an "audit cormitiee financial expert" as such term 15 defined in Itetn 407(dH5)(ii) of Regulation S-K promulgased
by the SEC. During 2011, the Audit Committec met five times.

Compensation Committee

The Compensation Committee rcviews the compensauon and benefits provided to key management employees, officers and directors and makes recommendations as appropriate to the Board. The
Committee also determines whether and what amounts should be granted under the Equity Compensation Plan and may make recommendations for amendments to the Plan. The Compensation Committee
has a charter delincating its purpose and functions. The Compensatien Commitice is comprised of Kenngth R. Bicderman, fohn R. Eisenbrey, Jr. and William C. Wyer, three independent directors. During
2011, the Compensation Commiittee met two times.

Consideration of Director Candidates

The Governance and Neminating Comminee is comprised of three independent directors, Kenneth R. Biederman, John R. Eiscnbrey, Jr. and William C. Wyer. As part of the fermalized nominating
procedures, the committee makes recommendations for Director Nominations to the full Board. Dircctor candidates nominated by stockholders are considered in the same maancr, provided the
nominations arc submitied to the Secretary and copicd 1o the Chairman of the commitiee on a timely basis and in accordance with the Company’s By-laws, Nominations for the election of direciors for the
2012 Annual Stockholdess’ Mecting were approved by the Governance and Nominating Committee on January 25, 2012,

The Governance and Neminating Committee has determined that no one single criterion should be given more weight than any other criteria when il considers the qualifications of a potential neminee 10
the Board. Instead, it believes that it should consider the 10tal “skills set” of an individual. In evaluating an individual’s skills set, the Governance and Nominating Committee considers a variety of
factors, including, but nat limited to, the polential nominee's background and education, his or her general business experience, and whether or not he or she has any experience in positions with a high
degree of responsibility. In addition, although the Governance and Nominaling Commitice does not have a policy with regard to the consideration of diversity in identifying director nominees, its charter
includes in the Governance and Nominating Committee’s dutics and responsibilitics that i1 seek members from diverse backgrounds so that the Board consists of members with a broad spectrum of
experience and expertise.

Code of Ethics

The Company has adopted a code of cthics applicable 1o 1ts chicf exceutive officer, chief financial oificer, controller or principal acscunung officer, and any person who performs a similar function, which
is a "cade of cthics” as defines by applicablc rules of the Securities and Exchange Commission. This cade is publicly available on the Company's websile at www.artesianwater.com. I the Company
makes any amendments 1o this code other than technical, administrative, or other non-substantive amendments, or grants any waivers, including implicit waivers, from a provision of this code to the
Company's chicf executive officer, chief financial officer, contraller or principal accounting officer, and any person whe peeforms a similar function, the Company will disclose the nature of the amendment
or waiver, its cffective date and to whom it applies on its website. The information on the website listed above is not and should not be considered part of this Annual Report on Form 10-K and is
intended to be an inactive textual referenee only.
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SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Under Section 16(a) of the Securities Exchange Act of 1934, as amended, directors, officers and certain beneficial owners of the Company’s cquity sceurities are required 1o filc reports of their transactions
in the Company™s ¢quity securities with the Securities and Exchange Commission e specificd duc dates. With respect to the fiscal year 2011, reporis of transactions by all directors, officers and such
Heneficial holders were timely filed with the exception of a laie ftled Form 4 for John M. Thaeder, reporting the acquisition of 200 shares of Class A Stock. In making this staticment, the Company has relied
on the written represcntatiens of its dircetors, efficers and holders of more than ten percent {10%) of either ¢lass of our cutstanding commen stack and copies of the reports that they filed with the
Securities and Exchange Commission.

1TEM 11. EXECUTIYE COMPENSATION

COMPENSATION DISCUSSION AND ANALYSIS

This discussion describes Artesian Resources Corporation’s {“Company™ or “Artesian™) compensation program for its cxcoutive officers listed in the Summary Compensation Table that immediately
follows this discussion.

Ohbjectives of Artesian’s Compensation Program

The Comp ion Commitice beli that the comp tion for Ariesian’s executives sheuld serve to attracl, motivate and retain seasoncd and talented cxccutives respensible for successfully guiding

ang implementing the Company’s strategy. Our strategy is to increase our customer base, revenucs, camings and dividends by ¢xpanding our services across the Delmarva Peningula, thereby providing
our sharcholders with a long-term, satisfactory return on their investment.

Tao implement our stralegy, it is critical that our executives remain focused on:

ENSUTING SUPETICr CUSIOMET SCTVice;

continugusly improving owr ¢fliciency and performance;

managing risk appropriatety;

cxpanding our franchised service territory and customer base at a consistcnt and sustainable rate - including by acquisitions - where growth is sirong and demand is increasing;
identifying and developing dependable sources of supply;

constructing and maintaining reliable treatment facilities and water delivery and wastewater collection systems;

developing and continuing positive relationships with regulators, municipalitics, developers and customers in both cxisting and prospective scrvice arcas; and

developing a skilled and motivated work ferce that is adaptive to change.

VWYY W VYW

To accomplish our strategy, our compensation program’s ohjectives are to:

> provide compensation levels thal arg competitive with those provided by ather companics with which we may compete for exccutive talent;
e motivate and reward contributions and performance aligned with the Company's objectives; and
rd attract and retain gualificd, scasoned cxecutives.

The compensation program rewards ¢verall qualitative contributions and performance of cach individual towards the Company’s strategy. In reviewing the Company’s overall compensation program in

the context of the risks identified in the Company’s risk management processes, the Compensation Commitee does not believe that the risks the Company faces are correlated with the Company's
compensation programs and, therefore, the Compensation Commitice docs not belicve that the program creates a reasonable likelihood of a material adverse effect on the Company.
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Elements of Artesian’s Compensation Program
The clements of Artesian’s compensation program inchide:

> Basc Salary
¥  Cash Bonus Award
> Equity Compensation as may be awarded under the 2005 Equity Compensation Plan

The Company’s execulive compensation program does not provide for:

Severance or posi-lenmination agreements

Paost-retirement benefits

Defined benefit pension benefits or any supplemental executive retircment plan berefits
Non-qualificd deferred compensation

Change-in-Control agrecments

VWYY Y

Compensation Process

The Compensation Commitice rclies on various factors, including an executive officer's individual performance and conuibutions to the Company's gic objectives, r dations of the
Company’s Chief Executive Officer and internal pay equity in detenmining executive compensation. The Compensation Committec generally exercises broad discretion in setting the compensation of the
Chief Executive Office and ether cxccutives and primarily considers the performance of the management 1gar a3 a group, the Chief Executive Officer’s assessment of ether execulive’s performance and the
Chief Exegutive Officer's compensation recommendations with respect to the other executive officers as part of its process. The Commilice has not retained or obtained advice from a compensation
consullant since an analysis dated April 14, 2008 by Astron Sofutions.

Base Salary

Base salaries for Company executives are set at levels considered appropriatc to attract and retain seasoned and 1alented personnel. The Compensation Commitice delermines actual base salaries for each
executive other than the Chief Executive Officer bascd upon:

r recommendations provided by the Chief Exccutive Officer;
> internal equity with other executives and Company personnel;
» individual exscutive performance; and

» individual coniributions to the Company's strategic objectives,
pany 8

The Compensaticn Commiltee considers the same factors in determining the base salary of the Chief Executive Officer, without any recommendation by the Chiefl Executive Officer.
Recognizing the severe economic disruptions impacting the country, the Compensation Commitiee made no changes to any executive’s base salary in 2009. In December 2010, the Compensation

Commitiee increased executive’s basc salary by 3% ¢ffective January 2011 1o recognize the efforts of the executive team 19 mamtain the focus an the Company’s sirategic objcctives during the prolonged
period of economic disruption and te sustain the Company's finagcial performance.
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Cash Bonus and Equity Compensation Awards

Annually, the Compensation Commitiee deiermines whether any Cash Bonus and/or Equity Compensation Award should be granted to any of the exccutives. The Cash Bonus and Equity Compensation
Awards arg intended 10 reward ¢xecutives for their contributions tewards meeting the Company’s straicgic objectives. Cash Bonus and Equity Compensation Awards arc entircly discrctionary and are
based upon a qualilative asscssment conducted by the Compensation Commitiee in the case of the Chief Executive Qfficer and by the Compcensation Committee and the Chief Executive Officer in the case
ol other executives. Considering the Company’s financial performance amid the continued difficult cconomic environment, no bonus compensation was awarded to the Chicf Execwtive Officer or the ether
executives in 2011, In Decernber 2010, m recognition of both the team’s and individuai contributions towards meeting the Company’s strategic objectives during the continued prolonged period of
economic distuption and to reward their efiorts to sustain the Company’s financial pecformance in the face of the challenging economic conditions, the executive officers were awarded increases in their
Cash Bonuses. The Chief Executive Officer was awarded a $20,080 increase compared to that awarded in cach of the prier two years. The Executive Vice President and Vice President and Assistant
Treasurer were awarded increases of $18,730, The remaining executive officers were awarded increases of $8,750. In 2009, the bonus compensation awarded to the cxecutives was detcrmined based on
their performance as a leam and each executive other than the Chicl Exccutive Officer was awarded the same level of cash bonus.

Equity compensation may be awarded by the Board of Diregters under the Company’s 2005 Equity Cempensation Plan, which provides for the grants of stock options, stock units, stack awards, dividend
equivalents and other stock-based awards. The 2005 Equity Compensation Plan is meant to encourage recipienis of such granis 1o contribute materially to the growth of the Company, for the benefit of
the Company’s sharchelders, and to align the economic interests of the recipients with those of shareholders. Stock bonuses under the Plan were last granted 1o executives in 2006. In addition, as
reported in the Outstanding Equity Awards at Year End table, the Company’s caccutives have stock options available for exercise thal were granted in prior years, Bascd upon these factors and the
efforts of the executives to maintain financial perfonmance and centinue progress on our siralegic objectives during difficult econemic conditions, additional compensation in cach of the years 2007
through 2010 was awarded to executives in the form of cash bonuses. The Compensation Commitiee determined that ne ¢ash bonus award 10 executives was warmranted in 201 L.

Gencrally, cach May the Compensation Commitiee considers the grant of stock optians for dircctors. Censistent with the grant made to all directors on May 17, 201§, Dian C. Taylor and Nicholle R.
Taylor cach received grants of 6,750 shares of Class A Stock at an exercise price equal 1o the Gair market value on the date of grant {last reported sale price on that daic), cxcreisable one year from Lhe date
of grant and with 1erms of ten years from the date of grant. Dian C. Taylor and Nichoile R. Taylor also each received option grants of 6,750 shares of Class A Stock on May 18, 2010 and on May 19, 2009
under the same 1erms as the 2011 opticns.

Other Compensation

Both Dian C. Tayler and Nicholie R. Taylor receive compensation for their services as Directors, which compensation is eguivalent to that provided 1o ali other dircctors, for retainers and Board and
Committee meeting fees. See “Director Compensation.”

Artesian’s exccutives are cligible 1o participate in the same employee benefit plans and on the same basis as other Artesian employees, with the exception that executive officers are reimbursed for cligible
medical cxpenscs not otherwise covered by the Company’s medical insurance plan under the Officer's Medica! Reimbursement Plan. Amounts reimbursed are included in the "All Other Compensation”
column in the Summary Compensation Table that follows this discussion.

The Role of Management in the E ive Comp ion Process

Our Dircctor of Human Resources typically assists the Compensation Commitice by preparing and providing information showing:

» current execulive compensation levels;

rd ¢xecutive compensation recommendations made by the Chief Executive Officer;
e salary grade minimum, midpoint and maximums for cach exccutive as last recemmended by the Company’s compensation consuliant;
r actual base salary, cash bonus and equity compensation for each of the prior three years for each exccutive;

> capies of proxies for the investor-pwned water companics of Aqua America, Inc., Califomia Water Company, Connecticut Water Company, Middlesex Water Campany, Pennichuck
Water Company, Southwest Water Company and York Water Company; and

F analysis of water industry entilies comparing Artesian to those water companies in terms of market capitalizatior, number of customers, number of employees, 10tal assets and revenues.
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Our Chict Executive Officer meeis with the Compensation Commitiee and provides input regarding the comributions ef each executive 1owards the Company's strategic objectives and cach executive’s
overall performance that formed the basis for her recommendations to the Compensation Cominittee. The final decisions regarding compensation for cach executive are made by the Compensation

Committee.

Compensation Commities Report

The Compensation Commitice has reviewed and di d the Comp ion Di ion and Analysis with management and, based on the review and discussions, the Compensation Committee
recommended 10 1he Board of Directors thal the Compensation Discussion and Analysis be included in the Company’s Annual Report on Form 10-K.

The Compensation Committee,
William C. Wyer, Chairman

Kenneth R. Biederman
John R. Eisenbrey, Ir.
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The following 1able sets forth a v of the P ion earned by the Chief Executive Officer, Chief Financial Officer and the next three highest paid executive efficers whose annual salaries and
bonuses exceeded $100,000 for the fiscal year 2011.

Summary Co nsation Table fo! 11;

Stock Awards Optien Awards All Other Compensation ($)21

Name and Principal PDSili_Ul] Year Salary (%) Bonus (§) $) (Sx 33.04) Total {$)
Dian C. Taylor, Cheir, CEO & President 2011 oL 401918 1,850 N/A . X 10 B 107,753 535,132
2010 o 396,225 101,000 N/A 25,151 119,325 636,301
2009 - 390,225 21,750 NIA 17,280~ - 82,866 572,131
David B. Spacht, Chief Financial Officer & Treasurer - - 2011 ..o 243339 . 1,250 WA - N/A . 31,934 L 278523
2010 236,250 46,600 NA . Na 32,430 315,280
20000 .. 236250 - 38,040 : NA - NAC 28,197 - 302447
Joseph A. DiNunzio, Executive Vice President & Secretary 201t . 27BACS - 500 L. NEA NA- - . . 29842 308,750
2010 270,300 55,850 o NA N/A 29,204 355354
2009: 270.30¢ 37,250 N/A N/A . 26.340 334,390
Nichefle R. Taylor. Vice President : . 2011 194,667 - 1,106 - . N/ 23611 C 70,442 289,820
2010 189,060 45,850 N/A 25,151 63,566 323,567
2009 77 189,000 37250 N/A 172907~ - 51863 C 295403
John M. Thacder, Senior Vice President of Operations 2011 : 262,038 : 500 O N/A - N/A .- 15,792 278330
2010 254400 . 45,850 N/A N/A 15,338 315,588
009 . 254400 - - 37,250 NA N/A 17.044 308,694

(1) On May 17, 2011, May 18, 2010 and May 19, 2009, Dian C. Taylor and Nicholle R. Taylor received option grants of 6,750 shares of Class A Stock at exercise prices equal to fair markel value on the
date of grant {last reported sale price on the date of grant), exetcisable one year from the date of grant and with a term of ten years. The fair market value, computed in accerdance with ASC 718,
based upon the assumptions made in the valuation as described in Note 1 of the 2011 Financial Statements, is reflected in the “Option Awards” column in the table above.

(2) Under the Company’s defined contribution 401{k) Plan, the Company contributes two percent of an cligible employee's gross eamings. The Company alsa maiches fifty percent of the first six
percent of the employee's gross camings that the employee contribuies to the 491(k) Plan. In addition, all employces hired before April 26, 1994 and under the age of sixty at that date arc cligible
for additional contributions to the 401¢k) Plan. Employees over the age of sixty at that date reccive Company paid medical, dentz] and lifc insurance benefits upon retirement. The Company will
not provide such benefits to any other current or future employees. In 2011, Company contributions to the 403{k) Plan under terms available to all other cmpleyccs based upon 1heir years of
service and plan cligibility were made in the amounts of:

Dian C. Taylor 3 24,500
David B. Spacht 5 26,767
Joseph A. DiNunzio 5 26,950
Nicholle R. Taylar L o 5 19,467
Johs M. Thaeder © o . CoLo . S A b 12,250
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(3) Executive officers are reimbursed for eligible medical expenses not otherwise covered by the Company's medical insurance plan under the Officer's Medical Reimbursement Plan, Amounts
reimbursed are included in the “All Other Compensation™ column in the 1able above, Dian C. Taylor received reimbursements of $12,560 in 2011
(4) Alse included in the “All Uher Compensation™ cofumn in the 1able above are amounts received by Dian C. Taylor as compensation for attendance at mectings of the Board and its committees in
2011 totaling 848,900, golf club dues of $13,024, security provided al her porsonal residence of 55,323 and personal use of a company-owned vehicle. Also included in the “All Other

Compensation™ column in the table above are amounts received by Nicholle R. Taylor as compensation for atiendance at mectings of the Board and its committees in 2011 totaling $48,900,

Grants of Plan-Based Awards Table - 2011

All Other Stock Awards:  All Other Option Awards: Number Exercise or Base Price of

Number of Shares of Stock of Securities Underlying Opticns Option Awards Grant Date Fair Value of Stock &
Name Grant Date or Unils (¥} (#) ($/share) Option Awards (§)
Dian C. Taylor - My 17,2011 S NI T 6750 “ Y1906 213611
Nicholle R Taylor May 17, 2011 N/A 6,750 19.06 23,611

Ms. Dian €. Taylor and Nicholle R Taylor were granted option awards on May 17, 2011 as noted in the table above. The Class A Stock shares available under the grant have an exercise price equal fo fair
value on the date of grant (fast seported sale price on the date of grant) based wpon the assumptions made in the valuation as described in Note 1 of the 2011 Financial Statcments, become cxercisable one
year afler the date of grant, are for a term of (et years from the date of grant, and automatically terminate upon the first occurrence of:

(i) The expiration of the 90-day period afier the Grantee ceases to provide service to the Company, if the termination of service is for any reason other than Disability, death or Cause (as
defined in the award);

{) The cxpiration of the one year period afler Grantee ceases 1o provide service to the Company on account of her Disability;

{iii) The expiration of the one year pesiod after Grantee ceases 1o provide service to the Company, if she dies while providing service to the Company or within 90 days aRer the she ceases to
provide such services on account of a termination described in (i) above; or

(iv) The dat¢ on which Granice ceases to provide service 1o the Company for Cause. In addition, notwithstanding the prier provisions, il Grantee cngages in conduct that constituies Cause
afier her employment or service terminates, the Option shall immediately terminate.
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Outstanding Equity Awards at Fiscal Year-End Table - 2011

MName

Dian C. Taylor

David B. Spacht

Joseph A. DiNunzio -

Nicholie R. Taylor

John M. Thaeder

n The optios granted on May 17, 2011 for 6,750 shares will vest on May 17, 2012.

Number of
Sccurities
Underlying
Uncxercised
Optons
(#) Exercisable

Number of
Securities
Underlying
Unexereised
Options

(#) Unexercisable

. BTS0 T

6,750

11,250

6,750
6,150
6,750
6,750
6,750

6750

6,750
11,250

6,750
6,750

111,250

6,750 .

11,250
6,750
8,350
6,750

6750

6.7

6750 - 1 -

6750
11,250

80

(=2

L3

L

cooo

Sooo s

Option Awards

Option Exercise

Price(S)

13.30
1613

1079 -

2111
19.56
1843
1526
18.61
19.06

'14.85

16.13

1970 -

14385 .

16.13

13,70 .

16.13
19.70

1843

240

15.26
18.6]
19.06

14.85
16.13
1970

Option Expiration Date

5/21/2013
5/26/2014
1202072615
5/12/2016
5/16/2017
5/14/2018
57192019
5/18/2020
5/1772021

512172013
5/26/2014
122012015

5/2172013.
5126/2014
12120/2015°

5/26/2014
12/20/2015
/1472018
5/19/2019
5/18/2020
5/17/2024

6/5/2012
" 52172013
5/26/2014
122042015 .
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Option Exercises and Stock Vested Table - 2011

Option Awards Stock Awards
WNutnber of Shares Acquired on Value Realized on Exercise () Number of Shares Acquired on Value Realized on Vesting ($)
Name Exercise (#) Vesting (#
David B. Spacht S 2,750 : L 18228 . NIA i o, NFA

ITEM 12, SECURITY OWNERSHIP OF CERTAIR BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The following table scts forth the beneficial ownership of the equity securities of the Company, as of March 7, 2012 for each direcor, each exccutive officer named in the Summary Compensation Table,
rach beneficial owner of more than five percent (5%) of the outstanding sharcs of any ¢lass of the Company's voting securitics and all directors and executive officers as a group, based in cach case on
information fumished to the Company. Addresses are provided for each beneficial owner of morc than five percent (5%) of the Company’s voling securities.

Class A Noa-Voling Class B Common
Common Stockit) Stockm
Shares Pereenti2) Shares Pereent2)

Dian C. Taylor) CR60630 L s : T 159364 BRSNS |5 U
664 Churchmans Road oo e P e
Newark, Delaware 19702 Ttk T e e
Kenneth R. Bicdorman (550 S 80,125 . . o CL T e T
John R. Eisenbrey, Jr. Bxsxe) - . . L. 1p4251 . [ BN 5
15Albe Drive . - e S : B ST T
Newaik, Delaware 19702 - -0 0 0 0 e e T T T T LT
Nicholle R. TayloreGimxe) .~ .~ N | 1 ¥ P, T 37
206 Rethwell Drive o : e : T i
Wilmington, Delaware 19894
William C. Wyer &y - 00 i ’ L2000 et B e RIS T e o
foseph A. DiNunzio GX9) . 39,649 LS o 103 - S *
Dovid B. Spacht® . o : 33,037 R e e 8 o .
John M, Thaeder3: : : : : 62,057 ST e T g S .
Louisa Taylor Welcheran - CeaETs L e T 16006 . 154
219 Laure] Avenue : ) : oo B ) i o
Newark, DE 19711 . o : LT
Directors and Excoutive Officers as a Group (11 686,874 o 8.4 86,189 552

Individuals)i®

* less than 1%
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11The nature of ownership consists of sole voting and investment power unless otherwise indicated. The amount alse includes all shares issuable 10 such persen or group upon the exercise
of options held by such person or group to the extent such options are excreisable within 60 days afler March 7, 2012,

1The percentage of the total number of shares of the class outstanding is shown where thal percentage is onc percens ar greater. Percentages for each person are based on the aggregate
aumber of shares of the applicable class owtstanding as af March 7, 2012, and all sharcs issuable 16 such person upon the exercise of options held by such person to the extent such options

are exercisable within 60 days of that date.

inchudes options to purchasc shares of the Company’s Class A Stock, as fellows: Ms. D. Taylor (58,500 shares); Mr. Bicderman (65,250 shares); Mr. Eisenbrey (58,500 shares); Ms. N. Taylor
(38,250 shares);Mr. Wyer (58,500 shares); Mr. DiNunzio (24,750 shares); Mr. 8pachi (24,750 sharcs); and Mr. Thaeder (31,500 sharcs).

14116,875 shares were pledged as collateral for Mr. Bicderman's margin account.

15189,123 sharcs were pledged by Mr. Eiscabrey, Ir. as collateral for a loan.

9ncludes 780 shares of the Class B Stock owned by a trust, of which My. Eisenbrey, Ir. is a trustee and has 2 bencficial ewnership interest, and 1,555 shares of the Class B Stock held in
custodial accounis for Mr. Eisenbrey, Ir.'s daughters.

(100,202 shares were plcdged by Ms. Taylor 25 collateral for a loan.
lncludes @ shares of the Class A Stock held in a custodial account for Ms. Taylor’s daughter.

Includes 18 shares of the Class A Stock held by Mr. DiNunzio’s son.

anlncludes 144 shares of the Class B Stock held jointly by Ms. Welcher's husband and son, and 443 shares of the Class A Stock held by Ms. Welcher's husband for which Ms. Weicher

diselaims beneficial ownership.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

We have three dircctors who arc considered independent under the NASDAQ listing standards: Kenneth R. Biederman, William C. Wycr, and Jobn R. Eisenbrey, Jr.

Review and Approval of Transactions with Related Persons

As set forth in the Company's Audil Committee Charter, the Audit Committee is responsible for revigwing and, if appropriate, approving all related-party transactions between us and any officer, director,
any person known to be the beneficial owner of more than 5% of any class of the Company's voling sceuritics or any other related person that would potentially require disclosure. We cxpect that any
transactions in which related persons have a direct or indirect interest will be preseated to the Audit Committee for review and approval. While ncither the Audit Commitiee nor the Board have adopted a
written policy regarding related-party transaclions, the Audit Committee considers such information as it deens important to detcrmine whether the transaction is on reasonable and competitive terms and
is fair to the Company. In additicn, the Audit Committee makes inquiries 10 pur mapagement and our auditors when reviewing such transactions.

Related person transactions include any transaction in which (1) the Company is a participant, (2) any related person has a direct or indirect material interest and (3) the amount involved exceeds $120,000,
but excludes certain type of transactions where the related person is deemed not to have a material interest. A related person means: (a) any person who is, or at any time since the beginning of the
Company’s Jast fiscal ycar was, a directer, an executive officer or a director nominee; (b) any person known to be the beneficial owner of more than 5% of any class of the Company’s voling sccurities; (c}
any immediate family member of a person identified in items (a) or (b) above, meaning such person’s spouse, parent, stepparens, child, sicpchild, sibling, mother- of father-in-law, son- or daughter-in-law,
brother- or sister-io-law or any other individual (other than a tenant or employee) who shares the person’s houschold; er (d} any entity that employs any person identified in (a), (b) or (¢) or in which any

person identified in (a), (b) or (c) directly or indirectly owns or otherwisc has a material interest,

In its review and approval or ratification of rclated person Lransactions (including its determination as to whether the related person has a material interest in a transaction), the Audit Committec will
consider, among other facters:

# the nature of the related person’s Enterest in the transaction;

> the material terms of 1he ransaction, including, without limitation, the amount and type of transaction;

# the importance of the transaction 1o the related person;

* the importance of the transaction to the Cempany;

# whether the transaction would impair the judgment of a director or executive officer to act in the best interest of the Company; and
# any other matlers the Audit Committec deems impaortant or appropriate.

The Audit Committee intends to approve only thosc related person transactions that are in, or are not incongistent with, the besl interests of the Company and its stockholders.
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ITEM 14, PRINCIPAL ACCOUNTANT FEES AND SERVICES
Fees Billed by Independent Registered Public Accounting Firm

The following table sets forth the agpregate fees billed to the Company for the fiscal year 2011 and 2610 by the independent registered public accounting firm, BDO USA, LLP:

(fn thousands) 2011 2010
AuditFees .- . e ol : " S PR : ) 499 8 425
Audit-Related Fees _ . . L T e
TaxFees' =~ . . ST s : - . e : ’ I - -
All Other Fees o o o — —
Tolal Fees . o ' H 506 % 425

Audit Fees: consist primarily of fees for the audits of our financial statements included in our Annual Report on Form 10-K; the reviews of the financial statements included in our Quartcrly Reperts on
Form 10-Q); and the audits of internal control ever financiai reporting, including compliance with Section 404 of the Sarbanes-Oxley Act of 2002 and fecs billed for assurance, services related to registration
statements and other documents issucd in connection with scourities and related services thal are reasonably related 10 the perfermance of the audit or review of the registrant’s consolidated financial
statements.

Awdit-Related Fees: consist of fecs for services related to the audit of the Company’s 401({k) Plan. The Santora CPA Group performed the Company’s 401(k) Plan audit for the fscal year ended 2010, while
BDMD USA, LLP performed the Company’s 401(k) Plan audit for the fiscal year cnded 2011 The fees billed to the Company for the 401(k} Plan’s audit were $7,000 and $14,900 for 2011 and 2010

respectively.

Tax Fees: consist of fces for professional scrvices for tax compliance, tax advice and tax planning. These services include assistance regarding federal and state tax complisnce, returm preparation ang tax
audits. The independent segistered public accounting firm did not provide any tax s¢rvices 16 the Company in 2011 and 2010

AN Grher Fees: consist of Toos [or services other han described above. The independent regisiered public accounting fims did not provide any ether services 1o the Company in 2011 and 2010

Pursuant to policy, the Audit Committee pre-approves audil and tax services for the year as well as non-sudil services 1o be provided by the independent registersd public accounting firm. Any changes
in the amounts quoted are also subject to pre-approval by the committee. Any tax fees paid are pre-approved by the commitice.

The Audis Commitice of the Company's Board of Dircctors has considered whether BD(O's provision of the services described above for the fiscal year ended December 31, 2011, is compatibie with
maintaining its independence.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

The following documents arc filed as part of this report:
m Financial Stalements:

gars ended Decomber 31, 203 1
c Vo

@ v

2}

* Page number shown 1efers to page number in this Report on Form 10.K

g5

Page(s)*
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Exhibit

Number

1.1

3l

32

4.1

4.2

4.3

44

4.3

46

10.1

10.2

10.3

ARTESIAN RESOURCES CORPORATION
FORM 10-K ANNUAL REPORT
YEAR ENDED DECEMBER 31,2011

EXHIBIT LIST
Description

Underwriting Agreemens, dated July 14, 2011, between Ariesian Resources Corporation and Robert W. Baird and Co., Inc., as reprosentative of the scveral
underwriters. Tncorporated by reference to Exhibit 1.1 filed with the Company’s form 8-K filed on July 15,2011

Restated Certificate of Incorporation of the Company ¢ffective April 28, 2004 incorporated by reference to Exhibit 3.1 filed with the Company’s Ferm 10.Q for the quarterly period
ended March 31, 2004.

By-laws of the Company cffective March 26, 2004 incorporated by reference te Exhibit 3.3 filed with
the Company’s Form 16-Q for the quarterly period ended March 31, 2004.

Twentieth Supplemental Indenturc dated as of December 1, 2008, between Artesian Water Company, Inc,, subsidiary of the Company, and Wilmington Trust Company, as
Trusice. Incorporaled by reference 10 Exhibit 4.1 filed with the Company's Form 8-K filed on December 4, 2008.

Eightcenth Supplemental Indenture dated as of August 1, 2005, belween Aricsian Water Company, Inc., subsidiary of the Company, and Wilminglon Trust Company, as
Trustee. Incorporated by reference to Exhibit 10.1 to the Company’s Quarterly Report an Form 10-Q for the quarter ended Junc 30, 2005,

Seventeenth supplemental Indenture dated as of December 1, 2003 between Artesian Waler Cotmpany, Ing., subsidiary of the Company, and the Wilmingion Trust Company, as
Trustee. Ingorporated by reference to Bxhibit 4.1 filed with the Company's Anneal Report on Form 10-K for the year ended December 31, 2003,

Sixteenth supplemental Indenture dated as of January 31, 2003 betwecn Artesian Water Company, Inc., subsidiary of the Company, and the Wilminglon Trust Company, as Truslce.
Incorporased by reference 10 Exhibit 4.2 filed with the Company’s Annual Report on Form 10-K for the year ended December 31, 2003,

Fiftecnth supplemental Indenture dated as of December 1, 2000 between Axtesian Water Company, Inc.,
subsidiary of the Company, and the Wilmington Trust Company, as Trustee. Incorporated by reference 1o Exhibit 4.1 filed with the Company's Form 19-Q for the quarterly period
ended March 31, 2002.

Bond Purchase Agreement, dated December 1, 2008 by and between Artesian Water Company, Inc., subsidiary of the Company, and CaBank, ACB. Incorporated by refercnce to
Exhibit 4.2 filed with the Company’s form 8-K filed on December 4, 2008,

Termination of Assel Purchase Agreements, Franchise and Parent Guaranty, dated as of September 27, 2011, by and among Artesian Resources Corporation, Artesian Wastewater
Maryland, Inc. and Cecil County, Maryland. Incorporaied by reference to Exhibit 103 filed with the Company's form 8-K filcd on September 28,2011

Siock Repurehase Agreement, dated as of August 31, 2011, between Wilmingion Savings Fund Society, FSB, and Artcsian Resources Corporation. Incorporated by reference te
Exhibit 10.1 filed with the Company’s form 8-K filed on September 6, 2011.

General Obligation Note (New Castle County Water Main Transmission Replacements Projects), Scries 2011-SRF, daicd as of July 15, 2011, issued by Artesian Water Company, Inc.

in favor of Delaware Drinking Water State Revolving Fund, acting by and through the Delaware Depariment of Health & Sccial Services, Division of Public Health. Incorporaied by
reference to Exhibit 10.2 filed with the Company's form 8-K filed on July 19, 2011.
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104

10.5

10.6

10.7

10.8

109

1010

19.3}

10.12

10.13

1014

1015

Financing Agreement, dated as of July 15, 2011, between Artesian Water Company, Inc. and Delaware Drinking Water State Revolving Fund. acting by and through the Delaware
Dcpariment of Health & Social Services, Division of Public Health, Incorporated by reference to Exhibit 10,1 filed with the Company’s form $-K filed oo July £9, 2611.

Amendment to Agreement for Purchase of Water Assets of the Town of Pori Deposit and for the provision of Polable Water Services, dated November 1, 2010 by and among
Anesian Water Maryland, Inc., a Delaware Corporation, Artesian Resources Corperation, a Delaware Corporation and the Mayor and Town Council of Port Deposit, Maryland, a
body corporate and politic organized under the Laws of the State of Maryland. Incorporated by reference to Exhihit 10.2 filed with the Company’s form 8-K filed on November 4,
2010,

Conclusion and Termination Agreement, dated August 6, 2010 between Artesian Reseurces Corporation on behalf of itself and all applicable subsidiarics and Darin A. Lockwood on
behalf of himsel{ and all business cntities in which he has an interest. Incorporated by reference to Exhibit 10,1 filed with the Company's form 8- filed on August 11, 2010.

Financing Agreement and General Obligation Note dated February 12, 2010 between Artesian Water Company, Inc. and Delaware Drinking Watgr $1ate Revolving Fund Delaware
Department of Health and Social Services, Division of Public Health. Incorporated by reference t Exhibit 10.1 filed with the Company’s form 8-K filed on February 17, 2010.

Revelving Credit Agrcement dated January 19, 2010 ¢ Anesian Water Company, Ine. and CoBank, ACB. Incorperated by refercnec to Exhibit 10.1 filed with the Company’s
form 8-K filed on January 25, 2010.

Dcemand Line of Credit Agreement dated January 19, 2010 between Artesian Resources Corporation and cach of its subsidiarics and Citizens Bank of Pennsylvania. Incorporated hy
reference 1o Exhibit 10.2 filed with the Company’s form 8-K filed on January 25, 2010.

Watcr Assel Purchase Agrecment, dated December 1, 2009 by and among Artesian Water Maryland, Inc., a Delaware Corporalion, Artesian Resources Corporation, a Delaware
Corporation and the Mayor and Town Council of Port Deposit, Maryland, a body corporate and polilic organized under the laws of the State of Maryland. Incorporated by
reicrence 1o Exhibit 10.1 filed with the Company’s form 8-K filed an December 2, 2009.

Assct Purchase Agrcement between Artesian Water Maryland, Inc., subsidiary of the Company, and Cecil County, Maryland, dated October 7, 2008, Incorporated by reference 10
Exhibit 10.1 fifed with the Company’s form 8-K filed on October 10, 2008,

Asset Purchase Agrecement between Artesian Wastewater Maryland, Inc., subsidiary of the Company, and Cecil County, Maryland, dated October 7, 2008. Incorporated by
reference to Exhibit 10.2 filed with the Company’s form 8-K filed on October 10, 2008.

Assel Purchase Agrcement between Artesian Wastewater Maryland, In¢., subsidiary of the Company, and Cecil County, Maryland, dated October 7, 2008. Incorporated by
reference to Exhibit £0.3 filed with the Company’s form 8-K filed on October 10, 2008.

Limited Liability Interest Purchase Agreement between Artesian Water Maryland, Inc., subsidiary of the Company, and Mountain Hill Water Company, LLC, dated May $,
2008. Incorporated by reference to Exhibit 10.] filed with the Company's form 8-K filed on May 9, 2008,

Wastewater Services Agreement between Artesian Utility Development, Inc., subsidiary of the Company, and Northern Sussex Regional Water Recharge Complex, LLC, dated June

30, 2008. This cxhibit is subject to an order granting confidential treatment issued by the SEC and therefore certain confidential portions have been omitted as indicated by the
bracketed language [CONFIDENTIAL PORTION DELETED]. Incorporated by reference la Exhihit 10.1 filed with the Company's form 10-Q lor the quarter ended Junc 30, 2008,
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1016

10.17

10.18

10.19

21
231
3L
312
12

101

Artesian Resources Corporation 2005 Equity Compensation Plan. Incorporated by reference to Exhibit 4.3 to the Company's Quarterly Report on Form 10-Q for the quarter ended
June 30, 2005. **

Amended and Restated Aricsian Resources Corporation £992 Non-Qualified Stock Option Plan, as amended. Incorporated by reference to Exhibit 10.4 filed with the Company’s
Form L0-Q for the quartetly period ended June 30, 2003.**

Arlesian Resources Cosporation Incentive Stock Option Plan, Incosporated by reference 1o Exhibit 10{c} filed with the Company’s Annual Report on Form 10-K for the year ended
December 31, 1995.**

Officer's Medical Reimbursement Plan dated May 27, 1992. Incorporated by reference to Exhibit 10.6 filed with the Company’s Annual Report on Form 10-K/A for the year ended
December 31, 2001.**

Subsidizrics of the Company as of Dasepher 31, 2088 %

arbanse-Onley Aci ol 2007 *

4 Section 906 of the Sarhanoe Oxloy ol of 20062 *

The following financial statements from Astesian Resources Corporation’s Annual Report on Form 10-K for the year ended D ber 31, 2011 f d in eXtensible B
Reporting Language (XBRL): (i} the Consolidated Balance Sheets; (ii) the Consolidated Statements of Operations; (iii) the Conselidated Siaements of Cash Flows; (iv) the
Consolidated Statements of Changes in Stockholders® Equity and (v) the Notes to the Consolidated Financial Statements.
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SIGNATURES
ARTESIAN RESOURCES CORPORATION

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this repert to be signed on its behalf by the undersigned, thercunto duly
asuthorized.

Datc March 15,2012 By: /s/ DAVID B. SPACHT

David B, Spacht
Chief Financial Officer and Treasurer

Pursuant to the requircments of the Securities Exchange Act of 1934, this reporl has been signed below by the following persons on behalf of the Regisirant and in the capacitics and on the dates
indicated.

Signature Title Date
Principal Executive Officer:
/s DIAN C. TAYLOR
Dian C. Taylor President and Chief Executive Officer March 15, 2012

Principal Financial and Accounting Officer:
/s/ DAVID B. SPACHT

David B. Spacht Chief Financial Officer and Treasurer March 15,2012
Directors:

/s/ DIAN C. TAYLOR

Dian C. Taylor Director March 15, 2012

/s/ KENNETH R. BIEDERMAN
Kenneth R. Biederman Director March 15, 2012

/s/ WILLIAM C. WYER
William C. Wyer Director March 15, 2012

/s/ JOHN R. EISENBREY, JR.
John R. Eisenbrey, Jr. Director March 15, 2012

/s NICKOLLE R. TAYLOR
Nicholle R. Taylor Director March 15, 2012

89




Table of Coments

Exhibit

Number

LI

3]

32

4.1

42

4.3

44

45

4.6

10,

10.2

103

ARTESIAN RESOURCES CORFPORATION
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Underwriting Agreement, dated July 14, 2011, between Aresian Resourccs Corperation and Robert W, Baird and Co. Inc., as representative of the several
underwriters. Incorporated by reference to Exhibit 1.1 filed with the Company’s form 8-K filed on July 15, 2011,

Restated Certificate of Incorporation of the Company effective April 28, 2004 incorporated by reference to Exhibit 3.1 filed with the Company’s Form 10-Q for the quarterly period
ended March 31, 2004,

By-taws of the Company cffective March 26, 2004 incerporated by refercnce to Exhibit 3.3 filed wish
the Company’s Form 10-Q for the quarterly period ended March 31, 2004.

Twenticth Supplemental Indenture daled as of December 1, 2008, between Artesian Water Company, Inc., subsidiary of the Cempany, and Wilmington Trust Company, as
Trustee. Incorporated by relerence to Exhibit 4.1 filed with the Company’s Form 8K filed on December 4, 2008.

Eightcenth Supplemental Indenture dated as of August 1, 2005, between Artesian Water Company, Inc., subsidiary of the Company, and Wilmington Trust Company, as
Trustee. Incorporated by reference 1o Exhibit 10.1 to the Company's Quarterly Report on Form 10-Q for the quarter ended June 3¢, 2005.

Seventeenth supplemental Indenture dated as of December 1, 2003 between Artesian Water Company, Inc., subsidiary of the Company, and thc Wilmington Trust Company, as
Trustee. Incorporated by reference to Exhibit 4.1 filed with the Company’s Annual Report on Form 10-K for the year ended December 31, 2003,

Sixteenth supplemental Indenture dated as of January 31, 2003 between Aresian Water Company, Inc., subsidiary of the Company, and the Wilmington Trust Company, as Trustee.
Incorporated by reference to Exhibit 4.2 filed with the Company’s Annual Report on Form 10-K for the year ended December 31, 2003,

Fifteemh supplemental Indenture dated s of December 1, 2000 between Artesian Water Company, Inc.,
subsidiary of the Company, and the Wilminglon Trust Company, as Trustce. Incorporated by reference to Exhibit 4.1 filed with the Company's Form 10-Q for the quarnerly period
cnded March 31. 2002.

Bond Purchase Agrecment, dated Decennber 1, 2008 by and between Artesian Water Company, Inc., subsidiary of the Company, and CoBank, ACB. Incorporated by reference 1o
Exhibit 4.2 filed with the Company’s form 8-K filed on December 4, 2608,

Termination of Asset Purchase Agreements, Franchise and Parcnl Guaranty, dated as of Scptember 27, 2011, by and among Artesian Resources Corporation, Artesian Waslewaier
Maryland, Inc. and Cecil County, Maryland. Incorporated by reference 10 Exhibit 1.1 filed with the Company’s form 8-K filed on Scpiember 28, 2011,

Stock Repurchase Agreement, dated as of August 31, 2011, between Wilmington Savings Fund Socicty, FSB, and Artesian Resources Corporation. Incorporated by reference to
Exhibit 10.1 filed with the Company’s form 8-K filed on September 6, 2011.

Gengral Obligation Note (New Castle County Water Main Transmission Replacements Projocts), Scrics 2011-5RF. dated as of Juty 15, 2011, issucd by Artesian Water Company, Inc.

in favor of Delaware Drinking Water State Revolving Fund, acting by and through the Delaware Depariment of Health & Social Services, Division ol Public Heaith. Incorporated by
reference 1o Exhibit 10.2 filed with the Company’s form 8-K filed on July 19, 2011.
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10.5

10.6

108

10.9

10.10

16,01

10.12

10,13

10.14

10.15

Financing Agreement, dated as of July 15, 2011, between Artesian Water Company, Ine. and Delaware Drtinking Water State Revelving Fund, acting by and through the Delaware
Depaciment of Health & Secial Services, Division ol Public Health. Incorporaied by reference to Exhibit 10.1 filed with the Company’s form 8-K filed on July 19, 2011.

Amendment to Agreement for Purchase of Water Assets of the Town of Port Deposit and for the provision of Potable Water Services, dated November 1, 2010 by and among
Arfcsian Water Maryland, Inc., a Delaware Corporation, Artesian Resources Corporation, a Delaware Corporation and the Mayor and Town Council of Pon Deposit, Maryland, a
body corporate and politic crganized under the laws of the State of Maryland. lncorporated by refercnce to Exhibit 10.2 filed with the Company’s form 8K filed on November 4,
2010,

Conclusion and Termination Agrecment, dated August 6, 2010 between Artesian Resources Corporation on behalf of itsclf and ail applicable subsidiaries and Darin A. Lockwood on
behalf of himself and all busincss cntities in which be has an interest. Incorporated by reference to Exhibit 10.1 filed with the Company's form 8-K filed on August 11, 2010.

Financing Agreement and General Obligation Note dated February 12, 2010 between Antesian Water Company, Inc. and Delaware Drinking Water State Revolving Fund Delaware
Depariment of Health and Social Services, Division of Public Health. Incorporated by reference to Exhibit 10.1 filed with the Company’s form 8-K filed on February 17, 2010.

Revolving Credit Agreement dated January 19, 2010 between Artesian Water Company, Inc. and CoBank, ACB. Incorporated by reference to Exhibit 10.] filed with the Company’s
form &-K fifed on January 25, 2010.

Demand Line of Credit Agreement dated January 19, 2010 between Artesian Resources Corporation and each of its subsidiaries and Citizens Bank of Pennsylvania. Incorporated by
reference to Exhébit 10,2 filed with the Company's form 8-K filed on January 25, 2010,

Waler Asset Purchase Agreement, dated December 1, 2009 by and among Artesian Water Maryland, Inc., a Delaware Corporation, Artesian Resources Corporation, 2 Delaware
Corporation and the Mayor and Town Council of Port Deposit, Maryland, a body corporate and politic organized undcer the laws of the State of Maryland. Incorporated by
reference to Exhibit 10.1 filed with the Company's form 8-K filed on December 2, 2009.

Asset Purchase Agreement between Artesian Water Maryland, Inc., subsidiary of the Company, and Ceeil County, Maryland, dated October 7, 2008. Incorporated by teference to
Exhibit 10.] filed with the Company’s form 3-K filed on Octeber 10, 2008.

Asset Purchase Apgreement between Aresian Waslewater Maryland, Inc., subsidiary of the Company, and Ceccil County, Maryland, dated October 7, 2008. Incorporated by
reference to Exhibit 10.2 filed with the Company’s form 8-K filed on Qctober 19, 2008,

Assel Purchase Agreemen! between Aricsian Wastewaler Maryland, Enc., subsidiary of thc Company, and Cecil County, Maryland, dated October 7, 2008, Incorperated by
reference to Exhibit 10.3 filed with the Company’s form 8-K filed on October 10, 2008,

Limited Liability Interest Purchase Agreement between Artesian Water Maryland, Inc., subsidiary of the Company, and Mountain Hill Water Company, LLC, dated May 3,
2008. Incorporated by reference 10 Exhibit 10.1 filed with the Company’s form 8-K filed on May 9, 2008,

Wastewater Services Agreement between Artesian Utility Development, Inc., subsidiary of the Company, and Northern Sussex Regional Water Recharge Complex, LLC, dated June
30, 2008. This exhibit is subject to an order granting confidential treatment issued by the SEC and therefore certain confidcntial portions have beca omitted as indicated by the
bracketed language [CONFIDENTIAL PORTION DELETED]. Incorporated by reference to Exhibit 10.1 filed with the Company’s form 10-Q) for the quarier ended June 30, 2008.
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10.16

1017

10.18

10.19

21

311

3.2

32

101

Arlcsian Resources Corporation 200$ Equity Compensation Plan. Incorporated by reference to Exhibit 4.1 1o the Company's Quartierly Repert on Form 10-Q for the quarter ended
June 30, 2005, **

Amended and Restated Artesian Resources Corporation 1992 Non-Qualified Stock Option Pian, as amended. Incorporated by reference 1o Exhibit 10.4 filed with the Company’s
Ferm }0-Q for the quarteriy period endcd June 30, 2003.**

Artosian Resources Corporation Incentive Stock Option Plan. Incorporsted by reference 1o Exhibit 10(¢) filed with the Company's Annual Report on Form 10-K for ihc ycar ended
Deccmber 31, 1995, %+

Officer's Medical Reimbursement Plan dated May 27, 1992, Incorporated by reference 1o Exhibit 10,6 filed with the Company’s Annual Repert on Fonin 10-K/A for the year ended
December 31, 200§ **

Certification of Chiel Exgeytive Ufficer pirsg

Corufigaion of Chie? Financial (50er dursant tr 1o 302 ol Ui SarpaneeQuley Aet af 2082 *

ol ser peossant 1o Soction W06 of the Sarbange-Cualey detof 2683 =

The following financiat statements from Arlesian Resources Corporation’s Ancual Report on Form 10-K for the year ended December 31, 2011 formatted in eXtonsiblc Business
Reporting Language (XBRL): (i} the Consolidated Balance Sheets; (ii) the Consolidated Statements of Operations; (iii} the Consolidated Statements of Cash Flows; (iv) the
Conselidated Statemenis of Changes in Stockholders” Equity and (v) the Notes 10 the Consolidated Financial Statements.

Filed herewith.
Compensation plan or arrangement required to be filed or incorporated as an exhibit.
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EXHIBIT 21 ’

ARTESIAN RESOURCES CORPORATION AND SUBSIDIARY COMPANIES
Subsidiaries of Registrant
The following list includes the Registrant and all of its subsidiarics as of December 31, 2011. The voling cquity interests of each company shown is owned, 1o the exient indicated by the percentage, by

the company immediately above, which is not indented 10 the same degree. All subsidiaries of the Registrant appearing in the following 1able are included in the consclidated financial statements of the
Registrant and its subsidiarics.

Name of Company State of Incorporation Percentage of Voting Equity Interests Owned
Artesian Resources Corporation Delaware
Artesian Water Company, Inc. Delaware 100
Artesian Water Pennsylvania, Inc. Pennsylvania 100
Artesian Water Maryland, Inc. Declaware 100
Artesian Development Corporation Delaware 100
Artesian Wastewaler Management, Ine. Delaware 100
Artesian Wastewater Maryland, Inc. Delaware 100
Artesian Utility Development, Inc. Delaware 100
Artesian Consulting Engincers, Inc. Delaware 160




EXHIBIT 23.1

Consent of Independent Registered Public Accounting Firm

Artesian Resources Corporation
Newark, Delaware

We hereby consent to the incorporation by reference in the Repiswation Statements on Form $-3 {No. 333-88531, 333-136184 and 333-174244) and Form S-8 (No. 333-05255, 333-31209, 333-78043 and 333-
126910) of Artesian Resources Corporation of our reports dated March 15, 2022, relating 1o the consolidated financial statements, and the effectivencss of Artesian Resources Corporation’s internal
control ever financial reporting, which appear in this Form 10-K.

/s/BDO USA.LLP

Bethesda, Maryland
March 15, 2012




Exhibit 31,1

I, Dian C. Taylor certify thai:

1

1 have reviewed this Annual Reporl on Form 10-K for the period ended December 31, 2011 of Artesian Resources Corporation (1his “Report™);

2. Based on my knowledge, this Reporl dacs nol conlain any untruc statement of a material facl or omit to slatc a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect 1o the period covered by this Report;

3. Bascd on my knowledge, the financial statements, and other financial information included in this Report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this Report;

4. The registrant’s other certifying officer(s) and [ are responsible for cstablishing and maintaining disclosure controls and precedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e))
and internal control over (inancial reporting (a5 defined in Exchange Act Rules 13a-15(f} and 135d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or causcd such disclosure controls and procedures to be designed under our supervision, to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known 1o us by others within those entitics, particuiarly during the period in which this Repont is beibg
prepared;

b} Designed such internal control over financial reporting, or caused such imternal conirel over financial reporling to be designed under our sugervision, 1o provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statcments for exiemal purposes in accordance with generally accepted accounting
principles;

c) Evaluated the effectiveness of the regisirant’s disclosure controls and procedures and presented in this Repor our conclusions about the effectiveness of the disclosurs controls
and procedures, as of the end of the period covered by this Report bascd on such evaluation; and

d) Disclosed in this Report any change in the registrant’s internal contro] over financial reporting that oceurred during the registrant's mast recent fiscal quarter (the regiswant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely 1o materially affect, the registrant’s inlernal control over financial reporting; and

5. The rogistrant’s other certifying ofticer(sy and [ have disclosed, bascd on our most recent evaluation of internal control ever financial reporting. 10 the registrant’s auditors and the audit
committee of the registrant’s board of dircelors {or persons petforming the equivalent functians):

a) Al significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are rcasonably likely to adverscly affect the
registrant’s ability 1o record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other ecmployees who have a significant rele in the registrant’s internal control over {inancial reporting.

Date: March 15,2012 /s/ DIAN €. TAYLOR
Dian C. Taylor

Chief Exccutive Officer (Principal Executive Officer)




Exhibit 312

CERTIFICATIONS
1, David B. Spacht, certify that:
1. T have reviewed this Annual Report on Form F-K for the period ended December 31, 2011 of Artesian Resources Corporation (this “Report™);
2. Bascd on my knowicdge, this Report does not contain any untrue statement of a material fact or omil 1o slatc a material fact necessary to make the statemems made, in fight of the circumstances
under which such statements were made, not mislcading with respect to the period covered by 1his Report;
3. Bascd on my knowledge. the financiaf statements, and other financial informalion included in this Report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this Report;

4, The registrant’s other certifying officer(s) and 1 are responsible for establishing and maintaining disclosure controls and pracedures {as defined in Exchange Act Rules 13a-15(¢) and 15d-15(c})
and internal conirol over financial reporting (as defined in Exchangé Act Rules 13a-15(f) and 15d-15(£)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure contrels and procedures to be designed under our supervision, to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those cntities, particularly during the period in which this Report is being
prepared;

) Designed such intenal control ever financial reporting, or caused such internal control over financial reporting 1o be designed under our supervision. to provide reasonable
assurance regarding the reliability of Ninancial reporting and the preparation of financial statements for ¢xicmal purpos¢s in accordance with goneraily accepled accounting
principles;

) Evaluated the effectivencss of the registrant’s disclosure controls and procedures and presented in this Report our conclusions about the effectiveness of the disclosure controls
atd procedurés, as of the end of the period covered by this Report bascd on such evaluation; and

d)y Disclosed in this Report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the registeant’s fourth
fiscal quarter in the case of an annual report} that has materiatly affected, or is bly likcly to ially affect, the regi: s intemal control over financial reporting: and

5 The registrant’s other cenifying officer(s) and ! have disclosed, based on our most recent evaluation of internal control over financial reporting. to the registrant’s auditors and the audit

commitice of the registrant’s board of dircctars {or persons performing the equivalent funclions):

a)

b)

Date: Merch [5, 2012

All significan1 deficiencies and malcrial weaknesses in the design or operation of imemal control over financial reporting which ar¢ reasonably likely to adversely affect the
registrant’s ability to record, pracess, summarize and repon financial information; and

Any [raud, whether or not material, that involves management or other employees who have a significant role in 1he registrant’s internal control over financial reporting.

/s/ DAVID B. SPACHT
David B. Spacht
Chie{ Financial Officer (Principal Financial Officer)




Exhibit 32
ARTESIAN RESOURCES CORPORATION

FORM OF OFFICER CERTIFICATIONS REQUIRED BY SECTION 906 OF
THE SARBANES-OXLEY ACT

Centification by the Chief Executive Officer and Chicf Financial Officer
Reclating t0 a Periodic Report Containing Financial Stalcments

1, Dian C. Taylor, Chiefl Exccutive Officer, and David B. Spacht, Chicf Financial Ollicer, of Anesian Resources Corporation, a Delaware corporation (the “Compaty™), hercby certify, pursuant to 18 USC
Scction £350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, based an our knowledge:

{1)The Company’s periodic report containing financial statements on Annual Report on Form 10-K for the period ended December 31, 2011 (ihe “Pericdic Reporl”) fully complies with the
requirements of Section 13(a) or 15(d) of the Sceuritics Exchange Act of 1934 (15 USC Section 78m(a) or Scction 780(d}), as amended; and

(2)The information contained in the Periodic Report fairly presents, in all material respects, the financial condition of the Company at the end of the period covered by the Periedic Report 2nd
results of operations of the Company for the period covered by the Periodic Report.

(3)These certifications accompany the Periodic Report ta which they relate, are not deemed filed with the Securities and Exchange Commission and are not to be incorporated by refercnce into any
filing of the registrant under the Securitics Act of 1933, as amended, or the Securilies Exchange Act of 1934, as amended (whether made befors or after the date of the Periodic Repart),
irrespective of any general incorporation langwage contained in such filing.

Date: March 15,2012

CHIEF EXECUTIVE OFFICER CHIEF FINANCIAL OFFICER:

fsi DIANC. TAYLOR /s/ DAVID B. SPACHT
Dian C. Taylor David B. Spacht




